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DEPARTMENTS OF COMMERCE, JUSTICE, AND
STATE, THE JUDICIARY, AND RELATED
AGENCIES APPROPRIATIONS FOR FISCAL
YEAR 2005

TUESDAY, MARCH 2, 2004

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 10:03 a.m., in room SD-192, Dirksen
Senate Office Building, Hon. Judd Gregg (chairman) presiding.

Present: Senators Gregg, Stevens, Hollings, Inouye, Leahy, and
Kohl.

DEPARTMENT OF COMMERCE

OFFICE OF THE SECRETARY
STATEMENT OF HON. DONALD L. EVANS, SECRETARY
OPENING REMARKS

Senator GREGG. We will begin the hearing of the Commerce, Jus-
tice and State Subcommittee of the Appropriations Committee. We
are honored today to have with us the Secretary of Commerce, Sec-
retary Don Evans. I don’t have an opening statement. Do you have
an opening statement?

Senator HOLLINGS. No, Mr. Chairman.

Senator GREGG. We will proceed right to Secretary Evans. Make
whatever statement you wish, Mr. Secretary, and we will proceed
to questions.

Senator LEAHY. Are there going to be no statements?

Seanator GREGG. I would rather get to the testimony, if you don’t
mind.

Senator LEAHY. I appreciate that. I would ask consent to put a
statement in the record and I will use some of it in my questions.

Senator GREGG. Absolutely. We will have plenty of time for ques-
tions and you can work it in there.

Senator LEAHY. Thank you.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATRICK J. LEAHY

Mr. Secretary, we thank you for coming to testify before this subcommittee today.
It is good to see you again. You have an especially difficult job at the moment, and
none of us envy you for it.

Whether they have lost their jobs, or worry about losing their jobs, or feel frozen
in place, so many American workers and their families have been hurting for the
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last three years, and they are still hurting in what has been called this “jobless re-
covery.” Job cuts have disrupted millions of households, and the effects have rippled
through our entire economy.

We have lost nearly three million manufacturing jobs in the past three years, and
the economic outlook is less than encouraging. In fact, more than 2,400 employers
reported laying off 50 or more workers in January, the third highest number of so-
called mass layoffs since the government began tracking them a decade ago. Overall,
the number of manufacturing jobs in the United States is now at its lowest level
since 1950.

At the same time our manufacturing numbers are tumbling, our trade deficit is
spiraling. The Department recently announced that the U.S. trade deficit reached
a record $489 billion in 2003. While the trade report shows strong domestic con-
sumption, it also highlights serious problems with our economy’s productivity—par-
ticularly our lack of employment growth.

Back in September, the Commerce Department announced a broad proposal to
help the nation’s ailing manufacturers. Among other elements of that plan, the de-
partment proposed creating a new assistant secretary of commerce for manufac-
turing, forming an unfair-trade-practices team to track and confront unfair foreign
competition, and supporting the Manufacturing Extension Partnership (MEP) pro-
gram.

I join many manufacturing and trade experts in being puzzled by that announce-
ment. The Commerce Department already has hundreds of employees tasked with
tracking unfair labor practices. And it seems that the creation of a new assistant
secretary for manufacturing really may just be boiling down to changing the name
and expanding the reach of the existing assistant secretary for trade development.
On top of that, no one has yet been named to fill this new position.

And then there’s the matter of the Manufacturing Extension Partnership Pro-
gram, which offers technical assistance to manufacturing firms to improve their per-
formance in production techniques, marketing and exports. It does not help the Ad-
ministration’s credibility to cite the value of this program and to pledge resources
for it, but then to repeatedly fail to actually support the MEP program—both in the
President’s budget requests and in the White House’s final negotiations on this
year’s appropriations bill.

You have repeatedly asked that MEP receive around $13 million each year, but
Congress has deemed it important enough to provide more than $106 million. It is
disingenuous now for the Administration to say you support the MEP program by
requesting a mere $39 million this year. And while I appreciate your announcement
that MEP would be eligible to compete for up to $45.4 million in fiscal year 2005
economic adjustment assistance, this effort will not provide the funds our MEP cen-
ters need to continue operations and services to small manufacturers, especially
after July 1, when the majority of centers face contract renewal under the dras-
tically reduced fiscal year 2004 funding.

I am also concerned about a plan to identify federal rules that they believe impede
competitiveness in the domestic manufacturing sector. Given the Administration’s
record to date, it is no wonder that so many workers are concerned that this is just
another Administration attempt to roll back health and safety standards that are
designed to keep American workers safe. Many see this as a backhanded and back-
door attack on hardworking, dedicated workers. And I see their point.

The Administration’s lack of follow-through and attention to the hemorrhaging of
manufacturing jobs amounts to what could charitably be called a disconnect between
rhetoric and reality. And after so much of this, the Administration’s credibility be-
comels a real problem and a real issue with the Congress and with the American
people.

Mr. Secretary, that brings us to the Trifecta of controversial sections of President
Bush’s recently released annual “Economic Report of the President.”

First, it suggested that the movement of U.S. jobs overseas—commonly referred
to as offshoring—is beneficial to consumers. The President asserts that American
customers will benefits from lower costs of the products and services they buy be-
cause of cheaper labor costs overseas. And the President’s top economist said that
the migration of service jobs overseas “is just a new way of doing international
trade.”

That comment was tossed off with a flippancy that seems to take no account of
the real pain American families are suffering as more and more companies close
their U.S. facilities and send their work overseas, throwing hardworking Americans
onto the unemployment lines.

Second, the Report predicts that non-farm payroll employment will average 132.7
million in 2004, reflecting a 2.6 million increase in jobs over its estimated average
of 130.1 million in 2003. A joint analysis released by the Economic Policy Institute
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and the Center on Budget and Policy Priorities shows that to achieve the 2004 esti-
mate, an average of 460,000 jobs a month would need to be created from February
through December of 2004. In other words, about five million jobs will need to be
created between now and the end of the year to hit that projection.

Finally, and perhaps most unbelievably, the Report questions whether fast-food
restaurants should continue to be counted as part of the service sector or should
be reclassified as manufacturers. Specifically, the report asks: “When a fast-food res-
taurant sells a hamburger, for example, is it providing a ‘service’ or is it combining
inputs to ‘manufacture’ a product?”

Two decades ago, another administration wanted to start calling ketchup a vege-
table for the purposes of the school lunch program. Redefining ketchup as a vege-
table did nothing for the nutrition of our kids, and redefining every Taco Bell as
a manufacturing factory would do nothing for American workers and real American
manufacturers. If that is this Administration’s idea of thinking outside the bun,
then this Administration has a lot more thinking to do.

Mr. Secretary, for the past three years we have heard many predictions and fore-
casts from the Administration that have not been anywhere close to reality. We
were told that the President’s tax cuts would stimulate the economy—and instead
the economy has weakened and tax receipts are at some of their lowest levels ever.
We were told that there would be 3.4 million more jobs in 2003 than there were
in 2000—and instead the economy ended up losing 1.7 million jobs over that period.
We were told that budget surpluses would continue on for as far as the eye could
see—and instead we have gone from a record $239 billion surplus under President
Clinton to a record $521 billion deficit under President Bush, and if the President’s
budget were actually enacted, it’s those deficits that would proliferate as far as the
eye can see. And we were told that the Iraq mission would be swift and easy—and
instead it has dragged on with no end in sight and with costs that are so astronom-
ical that the President did not even dare put the numbers in his budget.

These are difficult times for American manufacturers and American workers, and
the job of answering to them for this Administration’s policies is a tough one. I hope
you take a serious look at the questions we pose because there are millions of Amer-
ican workers out there counting on you.

Thank you very much, Mr. Chairman. I ask consent that my full statement and
written questions be submitted for the record.

Secretary EVANS. Thank you, Mr. Chairman. I have a brief open-
ing statement and I will ask for my written remarks to be sub-
mitted for the record please, sir.

Senator GREGG. Absolutely.

Secretary EVANS. Mr. Chairman, Senator Hollings, members of
the subcommittee, it is a pleasure to have this opportunity to tes-
tify in support of the President’s budget request for the Depart-
ment of Commerce for fiscal year 2005.

Before I do that, let me just take a moment to thank Senator
Hollings, who is retiring, for his service to this country for many,
many years, in this body since 1966. I can’t

Senator HOLLINGS. I want you to retire with me.

Secretary EvANs. I have another plan.

And that just goes to show you that we don’t agree on absolutely
everything, but we agree on a lot and one thing we absolutely
agree on is your love for America

Senator HOLLINGS. Thank you, sir.

Secretary Evans [continuing]. And your service to America, your
integrity that you served this body with for so many years, and I
just wanted to take a moment to say thank you on behalf of all
Americans.

I want to say thank you to your wife, as well, because as some-
body that has just been in public service in Washington for 3 years,
it is very clear to me that it is not just a sacrifice of those serving
here. It is a sacrifice for the entire family, and for Peatsy and your
entire family, I thank you.

Senator HOLLINGS. That is mighty generous. Thank you, sir.
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Secretary EVANS. Yes, you bet. We appreciate and have bene-
fitted from Senator Hollings’ focus on so many areas of the Com-
merce Department. You know, a lot of people said he put the “O”
in NOAA, which is absolutely the truth.

The central mission of the Department of Commerce is to pro-
mote American jobs and values by creating the conditions for long-
term economic growth. To fulfill this essential charge, we are re-
questing a budget of $5.8 billion. This budget reflects the Presi-
dent’s commitment to advancing our Nation’s economic and home-
land security.

To help American industry and workers meet unprecedented
global challenges, we are reorganizing the International Trade Ad-
ministration. I want to thank Chairman Gregg and members of
this committee for their assistance in moving this process forward.
We are creating a new Manufacturing and Services Office, to be
headed by an assistant secretary. This official will be charged with
ensuring that these critical sectors get a full hearing when policies
are formulated. We are establishing an Office of Investigations and
Compliance to monitor enforcement of trade agreements, and we
are also creating an Unfair Trade Practices Task Force.

For the Census Bureau, we are requesting an increase of $217
million to reengineer the decennial census and improve other data
collection.

For the Bureau of Economic Analysis, we are requesting an in-
crease of $15 million for the improvements of GDP data and other
economic indicators.

The NIST budget includes $31 million to equip and operate a
new advanced measurement laboratory and $25 million for contin-
ued renovation of the NIST laboratories in Boulder, Colorado.

At this time, we are requesting level funding for the Manufac-
turing Extension Partnership. To leverage current funding and
help small manufacturing firms, we are directing EDA to focus eco-
nomic adjustment grants on areas experiencing job losses in the
manufacturing sector. MEP centers serving these communities can
compete for these grants. In the next fiscal year, MEP centers will
be eligible to compete for up to $45.4 million of the EDA grants.
We are also looking at establishing partnerships with other Federal
programs and agencies to maintain and strengthen this national
manufacturing network.

In fiscal year 2005, the administration proposes giving the Pat-
ent and Trademark Office full access to its fees. An increase of over
$310 million will allow the hiring of additional examiners and fast-
er processing of applications.

Our NOAA budget includes an increase of $56 million for next-
generation weather satellites, $34 million to complete the third
fisheries vessel, and $24 million to better assess climate change.

Also included in this budget is funding to enhance the safety of
Department personnel and visitors. Mr. Chairman, new challenges
to our Nation’s security necessitate new responses.

We have had to make some difficult choices. This includes dis-
continuing funding for the Advanced Technology Program, the
Technology Opportunity Program, and for the Public Telecommuni-
cations Facilities Program. I am sure that there are members of
this committee and other Members of Congress who would like to
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make other funding decisions. Please know that I respect those
views and I look forward to working with all of you through the
budget process.

PREPARED STATEMENT

Mr. Chairman, I want to thank you and the members of this
committee for your continued support of Commerce programs and
initiatives. I welcome your comments and will be pleased to answer
any questions that you may have.

Senator GREGG. Thank you, Mr. Secretary.

[The statement follows:]

PREPARED STATEMENT OF DONALD L. EVANS

Thank you for the opportunity to appear before you to present the Department
of Commerce’s fiscal year 2005 budget request. In the fiscal year 2005 President’s
Budget, the Department of Commerce request of $5.8 billion reflects its continuing
commitment to creating conditions for economic growth and opportunity by
strengthening American manufacturing and, promoting innovation, entrepreneur-
ship, competitiveness, and stewardship. America’s manufactures provide our nation
and our people good jobs, a better quality of life and inventions that have estab-
lished our national identity. To that end, the Department has partnered with U.S.
businesses to maintain a prosperous, productive America. We have a record of inno-
vation in manufacturing, transportation, communications, and measurement that
has helped sustain U.S. leadership of the international marketplace.

Consistent with the President’s Management Agenda, for fiscal year 2005, the De-
partment presents a performance integrated budget based upon the Department’s
Strategic Plan. The plans goals fully reflect the Department’s mission and vision
and its commitment to promoting “American Jobs and American Values.”

Goal 1: Provide the information and tools to maximize U.S. competitiveness and en-
able economic growth for American industries, workers and consumers

Economic growth is a central theme for the fiscal year 2005 President’s Budget
and to the missions of the Department of Commerce’s bureaus. To enhance the com-
petitiveness of U.S. businesses in the global economy, the President’s 2005 Budget
focuses the International Trade Administration (ITA) on promoting U.S. exports,
fighting unfair foreign trade barriers, and negotiating and implementing multilat-
eral and bilateral trade agreements. ITA has created a new unit called Manufac-
turing and Services, focusing on the domestic and international aspects of U.S. in-
dustrial competitiveness; working with U.S. industry to evaluate the needs of Amer-
ican manufacturers; assessing the economic impact of new and existing government
rules and regulations on U.S. manufacturers; and representing and advocating for
the interests of the U.S. manufacturing and services sectors.

For fiscal year 2005, ITA has three new initiatives. ITA requests an increase of
$4.5 million for the Administration’s Capital Security Cost Sharing Program
(CSCSP) to cover the State Department’s capital security costs associated with
building new embassy compounds. CSCSP is scheduled to begin in fiscal year 2005
and continue through fiscal year 2018 and all agencies represented in embassies
will be charged on a worldwide per capita basis. ITA requests an increase of $0.5
million for the Activity-Based Cost Accounting and Management System to allow for
more precise management and planning of resources as well as a better under-
standing of ITA’s performance and commitment to priority activities. ITA has begun
implementing this system with existing resources and requires these funds to com-
plete the project. ITA also requests an increase of $0.2 million for the Free Trade
Agreement Secretariats to enable ITA to meet a requirement under the Singapore
and Chile Free Trade Agreements.

The Minority Business Development Agency (MBDA) will continue to focus on ac-
celerating the competitiveness and growth of minority-owned businesses by closing
the gap in economic opportunities and capital access. The President’s 2005 Budget
requests an increase of $3 million for MBDA to conduct an annual survey of minor-
ity owned business enterprises (SMOBE). The SMOBE will provide more timely, fre-
quent and comprehensive statistical data about the minority business universe than
the current 5-year SMOBE. The President’s 2005 Budget also requests an increase
of $2.1 million for the Business Development Centers and Minority Business Oppor-
tunity Committees programs to improve opportunities for minority businesses in
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areas with the highest minority business density. Finally, the President’s 2005

Budget requests an increase of $0.5 million for MBDA to establish trade activities

in response to the President’s and the Secretary of Commerce’s initiative on trade

promotion for U.S. minority businesses with Asian Americans and Pacific Islanders.

Ehis activity will increase the access of minority business enterprises to global mar-
ets.

The President’s 2005 Budget request for Economic Development Administration
(EDA) will help accelerate the Nation’s economic growth by promoting a favorable
business environment to attract private capital investments and higher-skill, high-
er-wage jobs. The President’s 2005 Budget requests an increase of $5 million for
EDA to assist areas that demonstrate a high level of economic distress from long-
term economic deterioration or that are suffering from sudden and severe disloca-
tion to their economies.

The Bureau of Economic Analysis (BEA) seeks to strengthen the understanding
of the United States economy and its competitive position. BEA accomplishes this
task by providing accurate economic accounts data in a timely and cost-effective
manner, and by supplying the Nation’s key economic statistics, including Gross Do-
mestic Product (GDP). The President’s 2005 Budget requests an increase of $15 mil-
lion for BEA over fiscal year 2004 for two initiatives. The first initiative will con-
tinue to generate more timely economic data, meet U.S. international obligations in
complying with international standards for reporting statistics, and acquire real-
time data to improve the quality of BEA measures. The second initiative will
produce up-to-date annual estimates on business investment spending and employ-
ment and compensation data by industry.

The President’s 2005 Budget requests an increase for the Bureau of the Census
of $217 million over fiscal year 2004. These additional funds will be used in the Bu-
reau’s multi-year effort to reengineer the Decennial Census by implementing the
American Community Survey, modernizing its geographic database information, and
developing plans for the Decennial Census in 2010 using only a short form. Census
also plans initiatives to improve the quality and timeliness of trade statistics, to im-
prove the measurement of services by expanding the number of industries covered,
to develop a stronger presence in electronic government services by allowing busi-
nesses to file survey information electronically, and to strengthen its measurement
of migration within the United States.

As part of our ongoing efforts to improve the review and enforcement of export
license conditions, the President’s 2005 Budget is requesting funding for the Bureau
of Industry and Security (BIS) to develop a comprehensive export license condition,
compliance and enforcement program. This program will enhance the enforcement
of license conditions by working with exporters to ensure that they have in place
appropriate export management systems and devoting dedicated resources to detect
and prosecute violations of license conditions. The President’s 2005 Budget is also
requesting funding for BIS to establish an Office of Technology Evaluation that will
enable the Department to implement and maintain a more effective system of dual-
use export controls that better protects U.S. national and economic security. The
new Office’s duties will include identifying new technologies for potential inclusion
on the Commerce Control List and the comprehensive review of items already on
the list to ensure that items are appropriately controlled for the protection of U.S.
national security.

Goal 2: Foster science and technological leadership by protecting intellectual prop-
erty, enhancing technical standards, and advancing measurement science

Important priorities for the National Institute of Standards and Technology
(NIST) in fiscal year 2005 are to upgrade facilities and laboratories, to protect crit-
ical research data from degradation, and to maintain employee safety and security.
The President’s 2005 Budget provides increased funding to NIST laboratories for
continuing construction projects and high priority research areas. The request in-
cludes $31 million to equip and operate the Advanced Measurement Laboratory and
$25 million for continued renovations of NIST’s Boulder, Colorado facilities. Con-
sistent with the Administration’s continuing emphasis on shifting resources to re-
flect changing needs, the fiscal year 2005 budget proposes to terminate the Ad-
vanced Technology Program and to commit stable funding for the Manufacturing
Extension Partnership.

The President’s 2005 Budget request for the U.S. Patent and Trademark Office
(PTO) will support the third year of the PTO strategic plan to keep pace with work-
load growth and to enhance the quality of products and services. In fiscal year 2005,
the Administration proposes giving PTO full access to its fees. An increase of $310.9
million will allow the PTO to improve processing capacity by hiring additional pat-
ent examiners, deliver an operational electronic patent application processing sys-
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tem, continue moving to an electronic trademark operation, expand quality reviews
to all stages of patent and trademark examination, and cover the full accrual of re-
tirement costs for its employees.

The President’s 2005 Budget increase request of $7.1 million for the National
Telecommunications and Information Administration (NTIA) will provide the re-
sources necessary to improve dramatically the overall capabilities of NTIA to re-
search, manage and represent internationally the government’s and industry’s spec-
trum usage. These funds will increase the efficiency of radio spectrum usage
through a paperless system, explore alternative incentive systems, meet increasing
demand for Federal wireless systems; improve our Nation’s preparation for and rep-
resentation of U.S. interests at International spectrum usage conferences; and up-
grade NTIA’s lab facilities used to support this important work. The fiscal year 2005
Budget continues the proposal to terminate the Public Telecommunications Facili-
ties, Planning and Construction and Technology Opportunity Program grants.

Goal 3: Observe, protect and manage the earth’s resources to promote environmental
stewardship

This budget supports the core activities of the National Oceanic and Atmospheric
Administration (NOAA), including fisheries and ocean programs, climate research
activities, and weather forecasting capabilities, as well as the satellite infrastructure
necessary to support these functions. In addition, the request continues to focus on
maintenance and safety issues associated with NOAA facilities, vessels, and aircraft.

The 2005 Budget makes investments in critical fisheries and ocean programs. The
Department continues to work to improve the management and economic sustain-
ability of the Nation’s marine fisheries with a continued focus on fisheries science
and stock assessments. To this end, the Budget invests $34 million to complete
NOAA’s third fisheries survey vessel. This vessel will meet international standards
for research surveys and will substantially improve the quality of NOAA fisheries
research. Additional investments are requested this year to maintain safe and effi-
cient maritime commerce through enhanced electronic navigational charts and im-
proved collection of data on coastal water levels.

This budget continues the Administration’s focus on climate research and devotes
$23.7 million of new funding to expand climate observing capabilities. This funding
will allow NOAA to help fill critical knowledge gaps identified in the recently re-
leased Climate Change Science Program Strategic Plan, including research on
aerosols, oceans and the natural carbon cycle. NOAA’s funding is one component of
a government-wide initiative which will provide $103 million over two years to ac-
celerate climate observations. The Administration will continue to work with the
international community to develop a comprehensive, global earth observation sys-
tem.

Continuing to seek improvements in weather forecasting, the Administration re-
quests funding to expand air quality forecasts nationwide. This program will help
mitigate the estimated 40,000 deaths and $147 billion spent treating air pollution-
related illnesses by providing advance warning of poor air quality. Also included are
investments in improved long-range weather forecasting, as well as continued im-
provement of NOAA’s NEXRAD radar system, replacement of the communications
gateway through which all weather-related data flows to local weather forecasters,
and modernization of the cooperative observer network.

To support NOAA’s weather and climate programs, the Administration requests
an additional $56 million for the continued development of next-generation geo-
synchronous and polar-orbiting satellite programs. To support current and future
satellite operations, the Administration requests funds to occupy and operate
NOAA’s new satellite operations facility. This budget also includes investments to
maintain and repair current NOAA facilities, for operations and maintenance of the
OSCAR DYSON, NOAA’s first new fisheries research vessel, and for the
HTI'TALAKALI a vessel acquired from the Coast Guard for research in the Hawaiian
Islands.

Management Integration Goal: Achieve organizational and management excellence

The Administration places a high priority on the protection of our employees and
guests. The Herbert C. Hoover Building (HCHB) is in close proximity to multiple
high-profile locations in downtown Washington D.C., but lacks adequate protection
against an explosive blast in the vicinity. This request proposes a blast mitigation
project for the facility. The upgrades will reduce the degree of injury due to glass
fragments and, in the event of a chemical/biological/radiological attack, will signifi-
cantly reduce the air infiltration of toxic substances. This will provide the employees
with precious minutes to escape the building or to enable them to “shelter-in-place,”
if required. The funding request for the Security Management Application will pro-
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vide for the development and integration of a new corporate management applica-
tion system to enhance the Department’s personnel security management capabili-
ties.

The Department is also requesting an increase in resources for the Inspector Gen-
eral’s Office of Investigation to provide adequate coverage for all Commerce activi-
ties. This increase will allow the Office to strategically deploy its investigative re-
sources, thereby enhancing its ability to detect and prevent fraud. The projected $11
billion cost for the 2010 Census necessitates the OIG to increase its level of over-
sight to improve planning and lower risks, particularly in the areas of statistics and
systems evaluations.

The Department of Commerce has a rich history, and after traveling the country
meeting with both the Commerce employees and the customers we serve I am con-
fident it will have a rich future. I look forward to working with the committee to
ensure that together we are providing the best services possible.

Senator GREGG. Again, we thank you for taking time to come. It
was very nice of you to acknowledge Senator Hollings’ great service
to this country, which we have done on a number of occasions in
this committee. It is totally appropriate, especially relative to the
Commerce Department, where he has played an extraordinary role.
What is it, 33 years?

Senator HOLLINGS. I've been on the subcommittee since 1971

Senator GREGG. And chairman or ranking member of this sub-
committee, I think, for 27 years or something like that.

Senator HOLLINGS. Yes, sir.

NOAA’S N-PRIME SATELLITE

Senator GREGG. Nothing has happened at the Commerce Depart-
ment that Senator Hollings hasn’t been involved in. One of the
things that he can take a lot of credit for and which we think is
appropriate is a strong NOAA program. We congratulate the De-
partment for its efforts in this area but we are concerned about the
funding levels in a number of accounts there. Overall, this com-
mittee is totally committed to the NOAA efforts and we will have
some issues with our House members on that, but we enjoy that
little tussle every year and we usually do pretty well in it.

I did have a question about the satellite program. I understand
one of the critical satellites was dropped on the floor.

What is the status of that? Is it the N Prime?

Secretary EVANS. Yes, N Prime, that is correct.

Senator GREGG. And who is liable for what appears to have been
some negligence possibly?

Secretary EVANS. Mr. Chairman, we don’t have that complete re-
port yet. We are in the process of working with Lockheed Martin,
and NASA and NOAA are working together to look very carefully
at the issues of cause and liability as well as what it is going to
take to make sure we have the service needed to deliver the weath-
er forecasts to this country in the out-years.

We are close, they tell me, to having a final report that we will
deliver to Congress, but we are not there yet.

Senator GREGG. If we conclude that the cause was outside of
NOAA and NASA but it was the responsibility of a private con-
tractor, that the damage occurred as a result of their potential neg-
ligence, and I don’t know whether it was negligence or not

Secretary Evans. Right.

Senator GREGG [continuing]. But potential negligence. When you
drop a satellite on the floor, it does seem to lead to that concern.
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Are we going to pursue legal remedies to get recovery of, what is
it, about $400 million?

Secretary EVANS. I am certain that we will, Mr. Chairman. I am
absolutely certain that we will. We have our lawyers looking at this
very carefully and that is our conclusion. I am sure we will be pur-
suing the total recovery of the loss as well as, at the same time,
we need to make sure we are putting a plan together to cover the
gap that this might be creating as it relates to satellite coverage
during the period that N Prime was scheduled to be launched.

INTERNATIONAL TRADE ADMINISTRATION REORGANIZATION

Senator GREGG. You spent a lot of time on ITA’s reorganization.
Could you tell us the status of that and how it is going?

Secretary Evans. Well, Mr. Chairman, it is going well, and we
have spent a lot of time on it. I appreciate the support of this com-
mittee. We have been very focused on the manufacturing sector of
this economy, spent 1%2 years on travel around America, across
America, talking to manufacturers all across America, listening to
their concerns, their challenges, something I know a fair amount
about since I spent 30 years of my life in the manufacturing sector
of this economy. So I am very familiar with many of the challenges
that they deal with on a day-to-day basis.

DOC MANUFACTURING REPORT

We have made significant progress. We presented to the country
a manufacturing report in January. It laid out over 50 rec-
ommendations that we feel will help create an environment for our
manufacturers to continue to succeed in the global economy. That
is the goal. We need to continue to improve the conditions so it is
easier for American manufacturers to succeed in this ever-changing
economy.

One of the central pieces of it is to establish a new Office of Man-
ufacturing Services that will have an assistant secretary that is a
Senate-confirmed position, of course. We hope to have a name up
to the Senate within the next few weeks. We certainly have a can-
didate that we are very focused on.

But we are not resting there. I mean, it is time to move on with
the many recommendations that are a part of this report. One of
the areas where we are going to spend a lot of energy, a lot of re-
sources, and a lot of focus, is in the area of enforcement, not only
when it comes to enforcing other trade agreements around the
world, but just focusing on making sure that the countries are fo-
cused on enforcing their own laws. We are doing that through mar-
ket access and compliance. We have beefed up the resources there.

We beefed up the resources in the Import Administration within
the International Trade Administration. We have done that. We
have established what we call an Unfair Trade Practices Task
Force. This is a task force that will be focused on being a proactive
task force. In fact, part of their responsibility will be monitoring 30
products that are coming in from China, just monitoring those
{)roducts and making sure they are in compliance with our trade
aws.

So I would say we have made great progress. You don’t put a re-
port out that is not the end, that is the start. That is the begin-
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ning. I have traveled across America, continue to do that, letting
all manufacturers know that they have one place they can go to ex-
press their concerns. They can provide their challenges. So we look
forward to working with the manufacturing sector of our economy.
We will continue to do so.

I think one last thing I would say, Mr. Chairman, is, as I say,
there are 50 recommendations, over 50, so there are lots of rec-
ommendations, but I will be responsible for a working group, an
interagency working group, where we will bring all of the agencies
together to stay focused on the manufacturing sector. This will en-
sure that we have ongoing communications across agencies and
across departments, because, obviously, many of the agencies and
departments within the administration have responsibilities that
relate to creating an environment for manufacturers to succeed.

And so we are going to make sure that there is very active com-
munication among the agencies as well as setting up a President’s
Manufacturing Council, Advisory Council, which will be individuals
from the private sector, small, medium, and large manufacturers
will have a seat at the table so that we can hear their views and
hear their concerns as we continue to consider policy in this admin-
istration in this town.

So we are making good progress. Thank you again for your sup-
port, but we have a lot more work to do. We know that.

Senator GREGG. Thank you, Mr. Secretary.

Senator Hollings?

ASSISTANT SECRETARY FOR MANUFACTURING AND SERVICES

Senator HOLLINGS. I thank the distinguished Secretary and our
chairman for their kind comments. It has been a privilege to work
with both of you.

With respect to manufacturing, when is this office of the manu-
facturing services, the gentleman or lady to be appointed? It was
announced months ago.

Secretary EVANS. It was. It was, Senator, but this is a Senate-
confirmed position and we really didn’t have the authority to move
forward on it until you passed the 2004 budget. The authorization
is within that budget. The budget passed. We have been moving
aggressively. We have an individual that we have selected. Now we
are just going through the process and I believe that we will have
that name to the Senate within the next couple of weeks.

But in the meantime, Grant Aldonas, who is the Under Secretary
of International Trade, it is his responsibility to make sure we are
moving forward on these recommendations that are within the re-
port within the Import Administration. We are moving forward
with monitoring products coming in from China with the Market
Access and Compliance Office. We are moving forward on putting
a task force together to make sure that other countries are enforc-
ing their laws.

So we are not slowing down. We are not waiting for the con-
firmation of one individual. We have a report that has over 50 rec-
ommendations in it and I expect our Department to deliver.



11

AMERICAN JOBS

Senator HOLLINGS. Do you think the Department should be lead-
ing efforts to export jobs, for the elimination of American jobs spe-
cifically, for sending jobs to, let us say, China?

Secretary EVANS. I think we ought to lead for creating jobs in
America. I want everybody——

Senator HOLLINGS. You and I agree on that, and that is why I
was wondering about reading articles on Under Secretary Juster or
Juster—how do you pronounce that?

Secretary EVANS. Juster.

Senator HOLLINGS. Juster. He has these innovation forums at the
Ronald Reagan Building and last year with the United States-India
Business Council and otherwise coming right on down all year long
to December. I refer specifically to an article in the New York
Times, December 10, and let me read just a couple of lines.

“After the opening speeches, the 50 or so American executives gathered at the
Hotel Pennsylvania in Manhattan were invited to divide up. Those interested in in-
vesting in China, putting an operation there and hiring Chinese workers were to
go across the hall to the Penntop North Conference Room. Those who wanted help

in exporting to China were to stay seated in Penntop South. Half or more went
across the hall.”

It was stated that across the hall, most of the speakers were Chi-
nese promoting what Shen Liguo, Vice Governor of Heilongjiang
Province in Northeastern China, described as, quote, “Northeast
China’s beautiful prospects.” Quote, “We are going to absorb a lot
of foreign investment to bring about development in this area.” A
big blue banner over the thing says, “Go global.” The Commerce
Department was described by the Chinese as a sponsor and its rep-
resentative, Mr. Spencer Ross, acted as moderator.

Now, there you go. You folks are working to get rid of the jobs
and we here in the Congress are doing our best to hold on to the
jobs. What is your comment about this?

Secretary EVANS. Sure, Senator. I think, in fact, I know and I am
very clear, that it is the responsibility of the Commercial Service,
the Export Assistance Centers that we have across America, and
the Foreign Commercial Service Offices that we have around the
world to promote the export of American-made goods and products
and services and that is

Senator HOLLINGS. I agree with you on that. That is on exports
of goods. But how about exports of jobs? You just said we are trying
to maintain jobs and create them in the United States.

Secretary EVANS. Right. I want everybody to hire American
workers. I want foreign companies to hire American workers. I
want small, medium, and large companies to hire American work-
ers. I want to continue to create an environment in America where
everybody wants to hire our workers and buy our products and——

Senator HOLLINGS. The Under Secretary Juster and Spencer
Ross and all, are they carrying out the policy of the Department
of Commerce?

Secretary EvVaNS. Yes, sir, indeed, I believe that they are. They
are continuing——

Senator HOLLINGS. Well, the policy is, then, to export the jobs,
because I am just reading here where that is what they are doing.
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Secretary Evans. Well, I would take issue with the article, Sen-
ator. I would say that we were there promoting the export of our
goods and our products and our services. If there are people that
want to export equipment to China from the United States, we
want to be supportive of that. We have to be there to explain to
them how it is that you go through customs and the procedures
necessary to export equipment and goods and services around the
world.

Senator HOLLINGS. Well, the Commerce Department often sends,
and I am quoting, its representatives to events like this one at the
Hotel Pennsylvania last month, but it dulls their pro-export mes-
sage by delivering it at conferences dominated by the Chinese dele-
gations urging American companies to invest in China, not export.

Secretary EVANS. Well, if they

Senator HOLLINGS. You have been in the business 30 years. If
you went to an oil conference to try and export your oil and all of
a sudden foreign delegations were taking over the majority of the
activities and the speakers and everything else, we are going to im-
port the oil and put you out of business down in Texas, after 30
years’ experience, you would do something about it, wouldn’t you?

Secretary EVANS. Well, I would be there encouraging them to buy
a Caterpillar engine and take it with them to drill the well. I would
be there encouraging them to purchase equipment from the United
States to use wherever they might be going. And so we are there
in the capacity of American capital, and American capital does in-
vest in other parts of the world. As we continue to work with the
world, I want to encourage these American companies to take
American equipment with them when they go, and that means
more jobs here in America.

Senator HOLLINGS. Mr. Secretary, just one other question and I
will yield because I have got other questions relative to——

Senator GREGG. We can go around again. No, go ahead for your
second question.

MANUFACTURING EXTENSION PARTNERSHIP

Senator HOLLINGS. It is the National Institute of Standards and
Technology. We reduced this some $177 million. Specifically, we
just practically eliminate the Advanced Technology Program and
the Manufacturing Extension Partnership Program. You just close
out the MEP with only a recommended appropriation of 539.1 mil-
lion. Just year before last, we had it up to $107 million. The Ad-
vanced Technology Program, there is no question that we have had
200 new technologies commercialized as three-quarters of the ATP
programs are awarded to small businesses, and I could go down the
success story because it has won the Council on Competitiveness
Award.

It was really fashioned with caveats by myself, but Senator Dan-
forth wanted to make sure it wasn’t a pork program and just giving
out awards. So the application has to be vetted by the National
Academy of Engineering. After it is found to be a unique kind of
technology, then you have to bring 50 percent of the financing and
then on a competitive basis over at the Department itself stand in
line for that particular award.
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I have been on the Appropriations Subcommittee here for quite
a while and we never have given out any pork projects. I don’t
have—if I have one in South Carolina, I don’t know about it, but
I do know about its success because the Council on Competitive-
ness and Young from Hewlett Packard and all have come and at-
tested.

But now you just red-line it and we are talking about getting
jobs and helping manufacturing and we are going to appoint an Of-
fice of Manufacturing Services, and yet we are eliminating the
services.

Secretary Evans. Well, Mr. Chairman, Senator, I would say to
you that these are programs that have delivered an important serv-
ice through the years. I would also say to you that we are at war
and there are very tough choices that have to be made and prior-
ities that have to be set. I would say to you that these have been
two good programs that have been of good service, but given the
current environment of making tough choices in the middle of a
war, they are just not two that made the list for us.

Senator HOLLINGS. You believe both should be eliminated?

Secretary EVANS. No, I didn’t say that, because

Senator HOLLINGS. But you are eliminating them. Are you sup-
porting the budget or not?

Secretary EVANS. No. What we are supporting is to fund MEP at
the same level that it was funded in the current budget. We are
supporting funding MEP in the year 2005 at the same $39.2 mil-
lion that is in the 2004 budget.

And also, Mr. Chairman, what I would say to you is we are look-
ing for ways, as I mentioned earlier, to work across administration
lines to make sure that all of the resources that are available to
manufacturing are being delivered or they are aware of them. We
will spend in the 2005 budget about $132 billion on research and
development. We said that one of the areas that have additional
funding possibly available to MEP programs is in the Economic De-
velopment Administration. There are some $45 million there that
Manufacturing Extension Partnership Centers can compete for
with others that might be competing for the same funds in an area
of our country that is distressed because it has been hit hard by
the downturn of manufacturing in that particular community.

Senator HOLLINGS. Since you mentioned it, the $45 million of the
EDA, $40 of that $45 million has already been committed and now
EDA is distressed. You have got high unemployment and every-
thing else like that. Over here, there is a highly technological pro-
gram in the development of manufacturing and what you have
done, having them compete for the same monies, it is like tying two
cats by the tails and throwing them over the clothesline and say-
ing, claw each other and see who can get the money, but that is
about the way we are on that. Thank you.

Senator GREGG. Senator Stevens? Traditionally, we recognize the
chairman of the full committee whenever he arrives, and it was my
error not to recognize you earlier. I should have recognized you be-
fore I recognized myself if I want to keep my job.

Senator STEVENS. Mr. Secretary, they do this all the time. It is
all right.
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I am happy to be here with you, Mr. Secretary. I have got just
three questions I would like to ask. I would like to just submit
some technical ones to you, if I may.

Secretary EVANS. Sure.

Senator STEVENS. The first is personal. Are you going to come up
and go fishing with me this year?

Sgcretary EvaNs. You are trying to get me on the record, aren’t
you?

I sure hope to.

ASSISTANCE TO ALASKA FISHERMEN

Senator STEVENS. In 2002, we put some amendments on the
Trade Promotion Act that would assist the Alaska salmon fisher-
men who had been really harmed by the importation of farm salm-
on, particularly from Chile. It provided that for 5 years, there
would be a $15 million item to assist these people to transition to
other forms of employment, to develop other economic opportunities
in their areas.

So far, there has only been a portion of the first $15 million
made available. Could you comment on that or tell me you will look
into it and see what is happening? It should have been $15 million
a year, and there are some growing opportunities now in tourism
in particular and in small business development along the coastline
that they might be able to move into if they had the kind of assist-
ance that EDA could provide through that $15 million.

Secretary EVANS. Yes, I know how important those areas are. We
are supporting those areas, Mr. Chairman, and we obviously will
continue to support them. I am familiar with the $15 million com-
mitment. I know that it is not all in there yet. I will tell you that
I will look into it further to see what it is we can do to make sure
that we fund that at that level.

Senator STEVENS. I hope you will, because with half the coastline
of the United States, some of those villages and communities are
located literally hundreds of miles from other communities. But we
have found now with the advent of telecommunications and with
the Internet capability, they can start businesses like answering
the telephones for some motel chain. You would be surprised what
is there if they have the funding to transition into sort of modern
global commerce. So I think that $15 million is well spent if we can
ﬁn(fl_ s((ime way to put the money up. I would hope you would help
us find it.

CRAB RATIONALIZATION PROGRAM

Second, I met with the Administrator of NOAA concerning the
crab rationalization plan recently. I think Bill Hogarth is doing a
marvelous job for you. This is a program that was enacted this year
and we are trying to make certain that the regulations and actions
that are necessary to implement this crab program are in effect by
the crab fishery, which will take place in early 2005. This is a crab
fishery that has had the highest death rate of any industrial activ-
ity in the country for a period of years.

We have enacted a program which will take the race for that
crab out of the system and allocate firm amounts of crab to a boat
owner so he or she may harvest the crab when the weather is good.
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But if the regulations aren’t in effect come January, they will be
back racing for the crab again and lose more boats. We lost one
this January, a very sad loss.

I would hope that you would help us find a way to implement
this by the end of this year. Are you familiar with the program, Mr.
Secretary?

Secretary EvaNs. I am, Senator. I am very familiar with it. I
know Bill Hogarth, as you said, is very focused on the issue. He
is working with the North Pacific Fishery Management Council to
implement the regulations. I haven’t had anybody tell me that we
won’t be able to be in full compliance of our charge of having those
regulations in place by the end of the year, so we are hopeful that
we are able to accomplish that.

OCEANS POLICY COMMISSION

Senator STEVENS. Thank you. Last, Senator Hollings and I have
been involved with carrying out the policies of the Stratton Com-
mission that was a commission from the 1960s, really. We have
now a new Oceans Policy Commission expected to release its report
either this month or no later than next month. I wonder, are you
keeping pace with them? Will you be able to appear before us and
give us some recommendations based on that report for possible ac-
tion this year?

Secretary EVANS. I sure would be delighted to do that, Senator,
if I am invited up to do that. We have been working very close with
Admiral Watkins and Robert Ballard and others on the Commis-
sion. It is my understanding that the draft of the report will be out
within the next few weeks and then there will be a chance for indi-
viduals to comment, give information back to the committee.

I would say to you our best guess is we probably will have a com-
pleted report by mid-summer, and so I am looking forward to the
report and I salute you and Senator Hollings both for really being
instrumental in providing the framework for this Commission. I
think it is going to be a very valuable resource for us to review and
understand what there is to explore in the oceans. But I am hope-
ful that we will have this report presented to Congress, to the
President, in its final form, by mid-summer.

Senator STEVENS. My good friend from South Carolina is going
to pursue other activities after this year, and since we have been
partners in this for so long, I would hope we would have a chance
to review it here in this committee and to make some recommenda-
tions to Congress to implement that report while he is still here.

The Stratton Commission has been, as I said, our guiding light,
but we are going to have a new series of recommendations that I
think should be implemented as rapidly as possible and I am hope-
ful this committee, Mr. Chairman, will see fit to have a hearing as
soon as we can after that final report is presented to us by you and
the President.

Secretary EVANS. Thank you, Senator.

Senator STEVENS. Thank you very much, my friend. Thank you,
Mr. Chairman.

Senator GREGG. We will certainly do exactly that. It is a very im-
portant issue.

Senator Leahy?
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Senator LEAHY. Thank you, Mr. Chairman.
PATRIOTISM

Mr. Secretary, when you began your remarks here this morning,
you commended Senator Hollings’ patriotism, and I think every one
of us would agree with that. We should also commend yours. I
know in your case coming into Government also involved your per-
sonal friendship with the President. It is not an easy task. Whether
we agree or disagree with policies you might carry out, I don’t
think there is anybody, Republican or Democrat, who disagrees
with your own sense of patriotism and your own commitment to
this country.

Secretary EVANs. Thank you, Senator. Thank you very much.

U.S. ECONOMY

Senator LEAHY. What I worry about, we have families that are
hurting. They see a jobless recovery, 3 million manufacturing jobs
lost in the past 3 years. Our manufacturing jobs in the United
States are now at the lowest level since 1950 and I am worried
about that, whether it is in my State or yours or any other State.
This is such a major part of the economic engine of this country
and probably one of the reasons why our trade deficit is so high.
Our trade deficit was almost half-a-trillion dollars in 2003, $489
billion to be exact. These things bother me.

I look at the Commerce Department’s proposal to help the Na-
tion’s ailing manufacturers, the proposal of a new Assistant Sec-
retary of Commerce for Manufacturing, as we have talked about,
supporting the MEP program that you and Senator Hollings just
talked about. I am not sure how a new assistant secretary does
anything. You already have hundreds of people doing this at Com-
merce, and they are supposed to be doing that job to begin with.

Senator Hollings said on MEP, which I think is a very, very good
program, it has gotten strong bipartisan support. The President’s
budget doesn’t really match the rhetoric. The reality doesn’t match
the rhetoric. The money is not in there. I was here with the final
negotiations on the appropriations bill, where the rubber really
reaches the road, and the White House was not pushing for the
extra money on MEP. We are not going to have the money for our
centers to continue operations and service our small manufactur-
ers. And those small manufacturers are in every one of our States.
So that is a bother.

PRESIDENT’'S ECONOMIC REPORT

I look at sort of the trifecta of sections in the recently released
Economic Report of the President. First, it suggests that the move-
ment of U.S. jobs overseas, commonly referred to as offshoring, is
beneficial to consumers. The President’s top economist said this mi-
gration is just “a new way of doing international trade.” Well, that
is kind of a flippant way for somebody to speak who has a job.

If you know you have 2 months left on your job because you have
to train somebody to do the same work in India or Indonesia, you
don’t think this is a great, new way of doing jobs. If you worked
hard going through school, you have learned the trade and sud-
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denly it is leaving. The administration’s rhetoric is not going to do
very much if you want to send your kids to school.

The report also predicts that non-farm payroll employment will
average 132.7 million workers in 2004. That would be a 2.6 million
increase in jobs over the estimate in 2003. But then you have an
analysis from the Economic Policy Institute and the Center for
Budget and Policy Priorities that says that you would have to cre-
ate something like 460,000 jobs a month to do this. You would have
to have 5 million jobs between now and the end of the year added.

That is not going to happen unless you do the other thing in the
report, and that is the question they raised, whether fast food res-
taurants should continue to be counted as part of the service sector
or part of the manufacturing sector. They say specifically, “When
a fast food restaurant sells a hamburger, for example, is it pro-
Vidj}ng a service or is it combining inputs to manufacture a prod-
uct?”

I remember about 20 years ago, and Senator Hollings, you were
here, and Senator Stevens and Senator Inouye were too, I had
taken a bunch of reports back to Vermont with me to read them
over the weekend at my farmhouse. I also serve on the Agriculture
Committee. And I am reading something in there and I remember
calling one of the lawyers on the committee. I said, “Am I reading
this right?” They hadn’t seen it. They read it and they called me
back and said, you are absolutely right. The administration is re-
classifying catsup as a vegetable. I do have a 5-year-old grandson
who probably believes it is. He loves it.

I mean, the only way you are going to get some of these jobs, as
I see it, is to do the catsup as a vegetable thing, to say if you work
at Taco Bell, you really have a manufacturing job.

These are just some thoughts of mine. I have a number of ques-
tions I will submit for the record.

Mr. Secretary, I see good news and bad news in my own State
as some areas were able to get jobs, but I just see so many manu-
facturing jobs fleeing. I see it in South Carolina, in Alaska, and in
Hawaii, Wisconsin and everywhere else. I don’t think just reclassi-
fying some of these things is going to do it, just my thought.

FOCUS ON CREATING JOBS

Secretary EVANS. Senator, thank you for those comments and ob-
servations. Let me just begin by saying I think at the very center
of America, the very center of the American experience is a job, be-
cause that is where people go to get a paycheck to put a roof over
their family’s head, to feed their children, to educate their children,
to provide health care for their children.

I spent 30 years of my life in the private sector doing everything
I could to create jobs. I measured the success of our company by
are we creating jobs in our community? The most painful thing, the
most painful thing I have ever done in my life is tell somebody they
didn’t have a job, which I did. The best thing, the most enjoyable
thing I ever did in my life was telling somebody they had a job.

So I agree with you, when you put your focus on jobs and how
important it is to create the environment for creating more jobs in
America, because there is nothing more painful than somebody not
having work to be able to provide for their families. That is where
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a lot of our focus should be, is on those individuals that are in tran-
sition from one job to another.

And in the economy that we are going into as we move into the
21st century, as we work more closely in the world in a growing
global economy, it is going to be an ever-changing economy. We are
going to be creating new industries in this country, as we have
been for years. We are going to be creating new jobs in this coun-
try, as we have been for years. But we are also going to be losing
them along the way, as we have been for years.

As we move into the 21st century, we are going to see this rap-
idly-changing economy. Individuals that enter it today, instead of
just having maybe four or five different jobs in their lifetime, they
may have four or five different careers and

Senator LEAHY. But Mr. Secretary, what are the kind of jobs we
are going to create? I mean, I look at MEP, which is something
that helps so many of our small businesses create jobs around this
country. But that is being cut. I mean, where are these jobs going
to be? We told kids over the past few years to get your math skills,
get your work skills and all because we are going into this service
area of computers and so on and that is the place to go. They did
it,dand now they are training people to do their jobs in Asia or in
India.

I understand some things change, but what are we doing? We
have got a half-a-trillion dollar trade deficit. Doesn’t this ring
alarm bells that we are not creating jobs, we are just importing ev-
erything?

Secretary EVANS. Well, Senator, first of all, where are the jobs
going to be created? As you mentioned, manufacturing jobs have
been declining in this country and in this world for the last 40
years because of the higher productivity in the manufacturing sec-
tor of the global economy.

Today only 11 percent of the jobs in this country are manufac-
turing-specific jobs. So almost 90 percent of the jobs in America
today, where people are going to get a paycheck, to feed their chil-
dren, to put a roof over their family’s head, are jobs that are out-
side of the manufacturing sector of our economy, and we are going
to continue to create new industries and new jobs.

I have traveled all across America the last couple of years. I was
in Portland, Oregon last week at Portland Community College, and
I heard story after story after story of individuals that were there
in their 30’s or 35 and changing, moving from one career to an-
other, learning new skills, having the task to meet the ever-grow-
ing demand of jobs in America.

So it is education and job training. We have 1,100 community
colleges across the country, 11 million people in those community
colleges developing these new skills and new talents that will meet
the demands in these ever-new industries that we are creating in
this country every year. It has been going on for years.

In specific areas, you are obviously going to see a lot in the bio-
technology area, in the whole technology area, in health care and
services. You are going to see tremendous growth there in the
years ahead.

And so this is an economy that since its beginning has always
shown a remarkable ability to create new industries and new jobs.
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You go back to 1900. About 70 percent of the jobs were in the agri-
culture community. Now, 2 percent. So it is just the economy, be-
cause it is so dynamic and because we allow the free markets to
work——

TRADE DEFICIT

Senator LEAHY. Mr. Chairman, if I might, Mr. Secretary, and my
time is up, I know, but half-a-trillion dollars in 1 year in trade def-
icit, we are still not doing something right.

Secretary EVANS. Well

Senator LEAHY. My time is up. You may want to respond to that
for the record.

Secretary EvaNns. I will just respond real quick. I think it is the
others in the world who are not doing something right in that their
economies are not growing as they should be. And as we travel the
world, we tell other countries, you need to implement the kind of
policies, economic policies, fiscal policies, monetary policies, regu-
latory policies that provide the environment for growth in your own
countries and so you can create more jobs and that will benefit
American workers and American businesses. We need more global
ecmigmic growth. We can’t be the only engine of growth in the
world.

Senator GREGG. Senator Kohl?

Senator KOHL. Thank you very much, Mr. Chairman and Sec-
retary Evans.

MANUFACTURING EXTENSION PARTNERSHIP

I know the purpose of these hearings is to bring information to
the table and hopefully to educate from one side to the other, from
you to us and from us to you so that good things can happen. They
are, as you know and I am sure you agree, not intended for just
one side or the other to mouth previously held positions and both
sides leave having learned nothing. That is the purpose of our
hearings. We listen to each other and we hopefully learn and grow.

It is in connection with that that I would like to come back at
least once, perhaps finally at this hearing, to the MEP program. As
you know, the MEP program is Manufacturing Extension Partner-
ships, a program which helps small and medium-size manufac-
turing firms around the country to streamline their operations,
shorten production time, lower costs to enable them to better com-
pete here and around the world, and as a result, increase their em-
ployment.

And, as you know, and I don’t say this in any way less than com-
plimentary fashion, in your best judgment, that program deserves
to be cut. It is not fully funded. It is fully funded as of last year,
but it is not fully funded as to where it was 2 and 3 and 4 years
ago. So to say it is fully funded is not accurate. It is a program
which your Department has made a decision deserves to be cut.

To say that it can compete for other funds elsewhere is to rather
obfuscate the fact that it is a program which does not deserve, in
your Department’s judgment, does not deserve to be funded at its
level of 2 years ago and 3 years ago and 4 years ago. It deserves
to be cut by almost two-thirds, and then go out and compete for
funds and probably not be very successful because the competition
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is really, really tough among many, many different well-qualified
operations to compete for a limited amount of funding, and they
are not going to get fully funded relative to where they were 2 and
3 and 4 years ago.

But it really is a good program, Secretary EVANS. You know, dur-
ing this last break, I visited at least two programs around Wis-
consin, MEP programs, and heard from many, many others, and I
visited one program with James Haney, who is the President of the
Wisconsin Manufacturers and Commerce Organization. It is Wis-
consin’s preeminent organization of its kind. They have 4,300 mem-
bers representing business around the State. It is really a good or-
ganization. It politically happens to be an organization which is to-
tally supportive of Republicans in terms of political, but they are
really not that. They try and be and they are an effective bipar-
tisan organization.

So I visited the Bernston International Company in Madison,
Wisconsin, the manufacturing operation with him, and he wrote
back to me. He said, “Senator Kohl, it was a pleasure to tour
Bernston International with you last week in Madison. This com-
pany is just one example of many MEP successes that I have per-
sonally witnessed in Wisconsin. I completely agree with you that
MEP is one of the best Government investments around and it
should be fully supported at the State and at the Federal level.”

He goes on to conclude that, “We need to prioritize our economic
development initiatives and judiciously place taxpayer dollars in
those investments that provide the best return for our State and
our country and there are many programs that should not make
this cut. However, MEP is one Government investment that ranks
at the top when evaluated against criteria of national need, effec-
tiveness, and results. We should not shortchange or undercut this
excellent program.”

“I understand the Senate Commerce, Justice, and State Appro-
priations Subcommittee will be reviewing the manufacturing sup-
port program this week. Please urge the Secretary to do what he
can to restore MEP funding at the level of $106 million,” where it
was. This is from a longtime, experienced, highly respected busi-
nessman in Wisconsin.

Tell us why you have concluded that MEP does not deserve to
be funded at its previous level. Thirty-nine-point-six million dol-
lars, which is its new level of funding, for a national program in
terms of Federal support is virtually an evisceration. This is not for
one State, this is for all 50 States, $39.6 million. It is not hard to
imagine that this is a small, small level of support.

Our opinion is it is for a really good program and there are thou-
sands of businesses around the country that would attest to it. So
one last time, explain to us why does this program deserve to be
significantly minimized in terms of its direct Federal support?

BUDGET CHOICES

Secretary EVANS. Senator, again, it is about tough choices. I
agree with you in that it has served many small and medium man-
ufacturers well over its period of existence. It will continue to serve
many small and medium-size manufacturers well at a reduced
level.
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I would say to you that while we have made the decision, the
tough decision of saying we need to, because of the tough times
that we are in and the priorities that must be set within our own
Department, we are doing all we can to make sure that if there are
other funding sources available to Manufacturing Extension Part-
nership Centers, we want to make sure they are conscious of those
opportunities.

I would just go back to my other remark, that we are spending
about $132 billion on research and development. We are spending
$20 billion on economic development. Within these two large pools
of money, maybe there are opportunities for Manufacturing Exten-
sion Partnerships to compete. We have identified some already that
I have referred to. We are talking to the Department of Defense.
We are encouraged by some of the discussions that are going on
there because of their interest in making sure that small manufac-
turers are participating in their programs. We don’t have anything
definitive yet. We are just talking to them.

We are doing the same thing with Homeland Security. Homeland
Security has about, as I understand it, $800 million for research
and development kinds of programs. Maybe there is opportunity
there, so we are talking to them.

We are trying to look across Government to see where there may
be additional funding that these centers can compete for. I know
the challenges these manufacturers face because I was in that busi-
ness. I know that industry. I know the kind of challenges they deal
with every day.

So again, I continue to acknowledge that I think the program has
functioned well, but it is time for tough choices and this is one of
those very difficult choices that we made and acknowledge that
doesn’t mean we are all going to agree with our two choices. I re-
spect, obviously, your view on it, but we felt like this was one of
those tough choices where we were going to—and saying fully fund-
ed, I would agree, it is what I meant to imply was funding in 2005
at the same level that Congress approved for 2004, which is, and
I acknowledge, below the funding of previous years.

SUPPORT FOR MEP

Senator KOHL. All right. One of the companies I visited was the
Risota Tool Company of Chippewa Falls, Wisconsin, and we toured
the company, talked to the owners of the company and people who
work there. MEP had been in and they had done a lot of scheduling
and efficiency improvements and profit improvements in the com-
pany. Those people who worked there were totally complimentary,
totally supportive of what MEP had done and they felt that MEP
had contributed significantly to the company’s ability to continue to
exist, employ, and compete. There are dozens and dozens of compa-
nies around Wisconsin that will attest to the same thing and I am
certain that this is true around the country.

Now, as I said at the outset, we all hope that these hearings
serve to educate one another or else they have no purpose, and so
I am finally suggesting to you that you take one last look. It is pol-
icy we are talking about, that is the most important thing, but it
is also political. Everything we do here has a political aspect to it.
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Although not the most important, it is part of what we do here in
Washington.

I can assure you that in my State, and this goes back to when
you were in the State several months ago touring the State, you
visited Harley-Davidson, you remember that——

Secretary EVANS. You bet.

Senator KOHL. I saw it on C-SPAN. And, of course, people at
Harley-Davidson, many of them were very concerned and upset
about their jobs. One individual stood up at that meeting that you
had with the workers there and asked about MEP. I don’t know
why or whether they did it out of their own knowledge or someone
prompted them, I don’t know, but talked about MEP and how im-
portant MEP was. James Haney, who is the President of Wisconsin
Manufacturers, talks about MEP.

It would be very, very well received in Wisconsin, which is an im-
portant State in November, but it has nothing to do with policy—
I mean with politics. Policy is the most important thing we do. I
recognize that and I am sure you do, too. People in Wisconsin are
really concerned about the loss of manufacturing jobs and are look-
ing for every shred of help they can get at the Federal level to as-
sure them that we are doing everything in their power to help
them maintain jobs at the manufacturing level in Wisconsin and
MEP is a recognized and accepted part of that effort in our State.

So I am asking you as well as Chairman Gregg, as we go through
and figure out our funding levels for this year, and, of course, Sen-
ator Hollings, who I know is supportive of MEP, that we give it an-
other look to see whether or not there is something in the interest
of our country that we can do with a program which is small in
terms of its funding, but very important in terms of what it does
accomplish in many States throughout our great country.

And with that, I am finished.

Secretary EVANS. Thank you, Senator.

Senator KOHL. Thank you.

Senator GREGG. Your counsel is taken very seriously, Senator,
and we will certainly be addressing it. The opinion has been ex-
pressed, obviously, by the committee. But as the Secretary said, he
had to set priorities in his budget. We will maybe adjust and tweak
those priorities a bit and send him back a budget he will be very
comfortable with but will certainly address some of the concerns of
the committee.

Senator Inouye?

CLIMATE CHANGE RESEARCH INITIATIVE

Senator INOUYE. Thank you very much, Mr. Chairman.

I would like to discuss two matters with you, Mr. Secretary. In
2001, the President of the United States launched the U.S. Climate
Change Research Initiative and that was hailed by the people in
the Pacific for obvious reasons. Climate is part of our way of life.
More than ever, it is pleasant and beautiful, but there are times
when it can be devastating.

So the matter of climate change is very essential to our way of
life, and I note that in this budget the President has suggested
$24.7 million. But in analyzing this, we somehow feel that to make



23

this up, there were cuts of $11 million from the same program. I
would like to submit a few questions with that in mind, sir.

TOURISM INDUSTRY

The other question I have, sir, is the tourism industry. Today, I
think it employs about 1 million. It brings in about $83 billion. It
has been declining, and especially since 9/11 it has gone further
down. But the World Trade and Tourism Council just predicted
that 2004 may be the year for tourism to start going up, provided
Government took the initiative to be proactive and put out a hand
to bring them in.

My questions would be, what is Government doing, or what can
Government do, or what can we do to increase this industry, be-
cause it is a good, clean, potentially productive industry. That is all
I have, Mr. Chairman. Thank you very much.

Senator GREGG. Thank you very much, Senator.

Senator INOUYE. May I submit the questions?

GLOBAL CLIMATE CHANGE

Secretary EVANS. I would like to respond. First of all, let me just
touch on global climate change real quick, if you don’t mind. When
I arrived here a little over 3 years ago, that was an issue that the
President was very focused on, as was our Department, and we
started to try and understand the scope of the global climate
change commitment from Government, which is significant.

First, I was told that on global climate change we spend about
$800 million a year. And then we found some other money that
really is focused on global climate change and it took us up to
about $1.6 billion a year. And then as you looked around some
more, you found some others that would, you know. The end of the
story is that we commit about $4.5 billion a year to global climate
change in this country, more than everybody else combined, global
climate change science and research and technology.

We put together an organizational structure to oversee that $4.5
billion. Within the Department of Commerce is the responsibility
of the oversight of the science portion of global climate change,
which is about $1.8 billion across the Government. We have put
out a report for the science community to review and consider. We
did that last year a couple of times. We just recently put out a final
report that focuses on the science side, the science research side of
global climate change, which got some favorable comments, from
the National Research Council.

In June in Japan, we are going to bring together the global com-
munity. This will be for the third time, but it continues to expand.
We will have the global community there to sign an accord, a
framework that focuses on a global monitoring system, a global ob-
servation system for the climate so that we can develop the kind
of data, kind of information we need in this world to understand
the world, this Mother Earth that we all live on, but also make
sure globally we are collecting the data to make good policy deci-
sions.

So just know that we are very focused on that very important
issue, not only for the good people of the islands of Hawaii, but the
entire world, and I feel the world coming together to say, you know



24

what? That is a good idea. We ought to have a global observation
and monitoring system. The reason we know so much about El
Nino and La Nina is because we happen to have an observation
system out there so we measure out there. So why don’t we meas-
ure the world and understand what is going on in the world. So
that is my basic thoughts on global climate change.

Your second question was on——

Senator INOUYE. Tourism.

TOURISM

Secretary EVANS. Tourism. We had hoped that we were going to
receive $50 million in the budget to promote tourism in America.
We have put together a Tourism Council that is focused on pro-
moting America around the world. As it turned out in the 2004
budget, there was only $6 million allocated for that account, for
that program, and so what we have made the determination that
we will do, working with the Tourism Council, is to focus a pilot
program on Great Britain and commit those $6 million to Great
Britain and look at the results of that program, and based on the
results of that program, we will make a determination as to what
to ask for in subsequent budgets.

But you are right. It is a vital part of our economy. Eighteen mil-
lion people, when you count the entire travel and tourism industry,
have a job there, and so it is a critical part of our economy and we
will continue to do all we can to promote it. Thank you, Senator.

Senator INOUYE. Thank you very much.

PTO INCREASE

Senator GREGG. Mr. Secretary, there is a 25 percent increase
here for the Patent and Trademark Office, which is basically taking
all the patent fees and putting them into the Patent and Trade-
mark Office, which is a legitimate philosophical position. In light
of the Patent and Trademark Office’s track record, which is to say
at the least spotty, do you think they can absorb that type of an
increase?

Secretary Evans. Well, Mr. Chairman, I hope they can because
I think it is critical to manufacturing in this country. What we cer-
tainly are learning in this ever-changing economy that we are mov-
ing into is that the manufacturing sector is growing or becoming
less mechanical and more driven by biotechnology and electrical
kinds of issues. It is much more complicated. It is much more com-
plex. Patents just simply take longer, take more resources, take
more hours, take more time to review and then make a judgment
on.
It is our determination, as we look at this important area that
if we don’t hire additional examiners—in fact, in our plan right
now, we talk about hiring an additional 900 examiners. That is on
top of about 3,600 examiners. But if we don’t hire at that kind of
level, which I agree, a 25 percent increase is a significant increase,
but we see the prospects of the pendency continuing to climb. It
was a little over 20 weeks in 2003. We estimate in 2004 it is going
to be 21 weeks. We see it continuing to climb but for a plan that
will indeed give us the examiners, and the training of the exam-
iners that are needed in this ever-changing economy.
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So we believe we can absorb them. I have asked that same ques-
tion. I realize that is a big management challenge, but I also un-
derstand how critical the Patent and Trademark Office is to this
economy. As rapidly as it is changing and as it continues to move
in highly technical areas and highly complicated areas that require
examiners with skills in electronics and biotechnology and all the
rest. It is a challenge, but it is an area we focused on very hard.

Senator GREGG. Well, I think it is a challenge. It has been this
committee’s experience that when we have put a lot of money into
a Department to hire a large amount of expert staff, for example,
we did it with the SEC, we did it with the FBI, we did it with the
State Department, we have found that it has created real problems.
We have ended up with some breakdowns in the hiring practices.
We have ended up either not hiring up as quickly as we wanted
or hiring up with real problems, like the Border Patrol.

I have serious reservations about putting this much money, this
quickly, into the Patent and Trademark Office. I readily acknowl-
edge your premise, which is that there is a serious problem there,
that we are not getting the patents approved fast enough. I think
the problem is expertise and management, systems management.
We would be interested in further information on how you really
do plan to find 900 new people who have the expertise to do this
job in one year’s cycle. I think it is——

Secretary EVANS. A good question.

[The information follows:]

PTO’s HIRING PLAN FOR 900 NEW STAFF

On a percentage basis, the USPTO has increased its staff by even more in the
recent past. Hiring 900 examiners in fiscal year 2005 represents an increase of
about 25 percent over end of fiscal year 2004 staff levels. In prior years, the Office
has successfully hired similar numbers: In 1998, they hired 728 examiners, an in-
crease of about 34 percent over the previous end-of-year staff; in 1999, they hired
799 examiners, an increase of about 31 percent over the previous end-of-year staff;
and in 2002, they hired 769 examiners, an increase of 25 percent over the previous
end-of-year staff.

The USPTO maintains an automated job application database to facilitate the hir-
ing of patent examiners. The database currently contains about 3,700 applications.
We have a strategic recruitment plan in place to build awareness of examiner job
opportunities through a variety of print media that target high-demand tech-
nologies, and planned participation in about 60 recruiting events this fiscal year
that are dedicated to engineering and science disciplines.

The agency has had a special hiring unit in place for several years that is dedi-
cated exclusively to bringing in patent examiners. In years when the agency had
high-volume hiring, the unit has brought on board an average of 37 examiners per
bi-week (962 per year), with the ability to process and train up to 60 examiners per
bi-week (1,500 per year).

MANUFACTURING EXTENSION PARTNERSHIP

Senator GREGG. Senator Hollings?

Senator HOLLINGS. On that particular point, that dovetails with
the observation of the distinguished Secretary relative to Senator
Kohl’s concern about the Manufacturing Extension Partnership.
Specifically, the Secretary says there are hard choices. Respect-
fully, I think it is a very easy choice, not a hard choice at all. You
want jobs, I want jobs, we all want jobs, and that Patent Office,
$310 million, let us just say $210 million, give the $100 million to
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MEP and we would be back up to snuff with the Manufacturers
Extension Partnership small business services.

Senator GREGG. You only need $67 million.

Senator HOLLINGS. Don’t start cutting me. Wait until we get to
conference.

BUDGET CHOICES

The Office of Manufacturing and Services, heck, we are going to
get us a big super-duper secretary of services and we cut down the
services, and when we get to a real service, as pointed out and em-
phasized by Senator Kohl, you say hard choice. That is not a hard
c}g)ice, that is an easy choice. Give the money where it is producing
jobs.

Now, I don’t accuse you, Mr. Secretary, but I have been through
a dozen Secretaries. Now, Census is a honey pot that doesn’t need
as much funding as you propose because you are ramping up 7 to
6 years ahead of time the 2010 census. So we can take $100 million
of that and restore MEP, an easy choice. I could go through this
budget and really get the things.

I really am disturbed, and you mentioned technology. The Ad-
vanced Technology Program, that is one where all that high tech
is really there and vetted by the National Academy of Engineering,
and decisions are made on a competitive basis and they have to
bring 50 percent of the money.

Let me get to the point given our limited time here, because we
are going to have a rollcall, you and I both agree that our job is
to create, not to export jobs. Export products, but create jobs.
Would you object to a provision under this particular appropriation
that no monies be expended to encourage or expedite the export of
jobs? You wouldn’t object to that provision in the budget?

EXPORTING OF JOBS

Secretary EVANS. I am not for the exporting of jobs

Senator HOLLINGS. That is what I mean. So you are not doing
it, so it wouldn’t have any effect, then.

Secretary EVANS. Right.

Senator HOLLINGS. And that would include the pay of these staff
cheerleaders that go to these Chinese conferences. We don’t want
to pay those fellows, Ross and all the rest, the assistant secretaries
who run around to these Chinese conferences in New York and
elseizlvhere promoting the export of jobs. I am sure you and I agree
on that.

Secretary Evans. Well, they are promoting the export of goods
and services from America and equipment.

Senator HOLLINGS. Good, and you and I agree on that. They
ought to do that, but not the export of jobs.

Secretary EVANS. No. It would be exporting the goods and serv-
ices from America.

Senator HOLLINGS. That is right, and so we don’t want to pay
them to export jobs.

Secretary EVANS. Just the export of goods and services and prod-
ucts from America.

Senator HOLLINGS. And we don’t want to pay them to export
jobs.
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Secretary EvaNs. We want to pay them to export Caterpillar en-
gines and John Deere tractors and——

Senator HOLLINGS. A 30-year outstanding business success and
you keep saying export goods and services, which we all agree on.
I am questioning on whether or not we can agree on the export of
jobs.

Secretary EVANS. No. We should not. We are not supporting the
export of jobs.

OCEAN PROGRAMS

Senator HOLLINGS. Now, with respect to the oceans program that
Senator Stevens, our distinguished chairman, emphasizes we are
going to have to get into those issues because we have an out-
standing commission appointed by President Bush and they are re-
porting henceforth here, like you say, around mid-summer.

Secretary, under the leadership of Chairman Gregg, we have
been developing, and it has been a struggle in this Appropriations
Subcommittee, in that we put in, generally speaking, about $15
million for seven-tenths of the Earth’s surface, namely the oceans,
and $15 billion for Mars and moons. We know way more about the
surface of the Moon than we know about the surface of the Earth.

And yet the Ocean Exploration Initiative, the Ocean Health Ini-
tiative, the Coastal Estuarine Land Acquisition Program, the
Coastal Observation Initiative, NOAA’s infrastructure for the mul-
tiple lawsuits and all, you terminate or cut the funding. You cut
NOAA as we are going into a wonderful venture and really find
out, like you say, about the weather and the climate all the way
around the world.

I have been down to McMurdo Station in the South Pole. That
is where the beginning of the hole in the ozone layer is. You can
look up and see it. All of these initiatives are through NOAA, but
their budget is being cut $308 million just as we are going to hear
from the Watkins Commission. Please comment on that.

Secretary EVANS. Senator, what I would say to you is I think we
all share the same view that we are looking forward to the report
that comes from the commission. I think it will provide a very im-
portant and valuable framework for us in determining what the
priorities should be and what the funding level should be. I think
these are some of the finest scientists and leaders we have in our
country that are focused on this invaluable resource of the Earth
and it will give us good guidance and some important guidelines
as to what priorities should be and what funding levels should be
in NOAA or as it relates to the oceans.

You mentioned this is not a large sum of money, but when we
showed up here 3 years ago, there was, I understand, zero dollars
for ocean exploration. This last year, there was $25 million that in-
cluded a one-time center in the Smithsonian. But now this year in
our budget, I think there is $11.7 million for ocean exploration.

I realize, I take your point, this is a small amount of money, but
what I would say to you, when we showed up, it was zero and now
it is $12 million. But I think it is a wise thing to wait for the Ocean
Commission report and look at that and see what kind of priorities
this country should place on funding levels for NOAA.
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Senator HOLLINGS. We want to work together to be able to imple-
ment that commission’s recommendations next year. Thank you,
Mr. Chairman.

Senator GREGG. Senator Kohl, do you have anything further?

Senator KOHL. No.

Senator GREGG. Senator Inouye?

Senator INOUYE. No, Mr. Chairman.

ADDITIONAL COMMITTEE QUESTIONS

Senator GREGG. Mr. Secretary, we certainly thank you for your
time. You have been very generous with it this morning.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing:]

QUESTIONS SUBMITTED BY SENATOR JUDD GREGG
NOAA SPACE INITIATIVES

Question. Mr. Secretary, since our hearing, you've had a chance to review the N
Prime situation in further detail. First, could you explain/document how the N
Prime satellite was damaged and the impact on NOAA’s satellite program? Second,
would you provide an update on what the Department is doing to recover losses and
get the program back on schedule.

Answer. The NOAA-N Prime spacecraft fell from a turnover cart on September
6, 2003 at the Lockheed Martin Sunnyvale, California plant as technicians rotated
the satellite from vertical to horizontal to perform an alignment operation on one
of the instruments onboard. The root cause of the accident was that the satellite
was not properly secured to the turnover cart. The accident caused significant dam-
age to the satellite structure and varying degrees of damage to the instruments, in-
cluding three provided by International partners. Fortunately, many flight compo-
nents were not on the satellite at the time of the accident. Spares are available for
most of the spacecraft components and three of the five U.S. instruments. Two in-
struments will need to be repaired.

The impact to NOAA’s Polar-orbiting satellite program is currently under review.
NOAA has formed an interagency team with its partners at NASA and the Depart-
ment of Defense to develop and recommend recovery options that will ensure
NOAA’s responsibility to provide continuous global environmental measurements
given the NOAA-N Prime accident. The Under Secretary of Commerce for Oceans
and Atmosphere will make a final recommendation to me regarding the way forward
from the NOAA-N Prime accident. I will render a final decision in the Spring 2004.
The Department of Commerce and NOAA will brief Congress at that time.

The Department of Commerce, NOAA and NASA legal staff are investigating the
government’s options for recovering losses from Lockheed Martin.

Question. Mr. Secretary, the President’s budget calls for major new space initia-
tive to return to the moon and explore Mars. But, it is NOAA in your Department,
not NASA, that is responsible for exploration here at home. Yet, the Budget pro-
poses to cut or terminate ocean research, ocean exploration, undersea research and
such programs here on our planet. Why such uneven treatment, Mr. Secretary? Why
do NOAA’s oceanic and ecosystem programs fare so badly in this budget?

Answer. The Administration recognizes the importance of both space and ocean
exploration. Given the tight fiscal environment, the Administration is required to
develop priorities and make difficult choices. The fiscal year 2005 President’s budget
reflects these priorities. The Administration does place value in exploring the oceans
and is continuing support for the ocean exploration program at a level of $11.2 mil-
lion. We will continue to work hard to ensure the success of the ocean exploration
program, and we thank the Congress for its continued interest in this area.

Question. Mr. Secretary, as I look at your budget, it appears that the Commerce
Department decided to cut NOAA and use the savings—over $300 million—to fund
other bureaus like the Census Bureau, ESA and International Trade Administra-
tion. Many have argued that as a natural resource and science agency NOAA will
never flourish inside the Commerce Department. Doesn’t your 2005 budget support
their arguments?

Answer. The $300 million net reduction to NOAA’s request reflects the elimi-
nation of one-time projects and programs added by Congress to the fiscal year 2004
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request. The fiscal year 2005 budget request is supportive of NOAA’s mission. The
budget maintains current services and provides over $146.9 million in new program
increases.

ADVANCED TECHNOLOGY PROGRAM AND HOMELAND SECURITY TECHNOLOGIES

Question. Mr. Secretary, the fiscal year 2004 Conferees agreed that a focused com-
petition on homeland security technologies should be held out of ATP’s funding pro-
vided for new awards. Will the Department of Commerce support ATP’s involvement
in this type of R&D? Can you provide detail for the Committee on the design and
implementation of this competition?

Answer. The fiscal year 2004 solicitation process for ATP applications is currently
being undertaken. It is expected that a significant number of the enabling tech-
nologies ATP will fund this year will have homeland security applications. In the
recent seven-city ATP “Proposers Conferences” that are designed to attract potential
applicants, the Director of the Program conveyed Congressional interest in funding
homeland security technologies.

After the fiscal year 2004 Omnibus Appropriations Bill became law on January
23, 2004, the 2004 competition was initiated on February 11, 2004, with a Federal
Register announcement stating the availability of funds in the amount of $60.7 mil-
lion for new ATP awards.

Given the compressed fiscal year 2004 budget calendar, ATP was unable to run
an entirely separate competition that focused solely on homeland security tech-
nologies in addition to its general solicitation. Notwithstanding, ATP takes its obli-
gation to follow the intent of Congress seriously, especially with regard to homeland
security. ATP expects to receive a number of applications and fund a number of new
awards for homeland security technologies. NIST has also offered to provide assist-
ance and expertise to the Department of Homeland Security in conducting their own
competitions that fund homeland security research.

NIST/MANUFACTURING EXTENSION PARTNERSHIP

Question. Mr. Secretary, in the Administration’s manufacturing report there is a
recommendation to “support a newly coordinated manufacturing extension partner-
S}rl)ip.” What is meant by “newly coordinated”? Your budget doesn’t support this, does
it?

Answer. One of the recommendations in the DOC Manufacturing Report is to
“Support a Newly Coordinated MEP and Create a National Network of Centers of
Manufacturing Excellence” by: coordinating MEP fully with other Commerce De-
partment programs that are helping manufacturers to be more competitive and ex-
pand markets; focusing all MEP centers on effectiveness and cost efficiency; explor-
ing the concept of receiving funding from private sector entities; encouraging appli-
cants to identify areas of sector-specific expertise that could qualify them as a “cen-
ter of excellence”; and encouraging co-location with universities, community colleges,
and ITA assistance centers to foster cooperation, knowledge transfer, greater effi-
ciency, and manufacturing exports.

All of these efforts comprise the “newly coordinated” MEP. The fiscal year 2005
budget request supports this effort.

Question. Mr. Secretary, there has been some discussion that MEP might be re-
duced to the network of regional centers. Are you aware that this past January an-
other State decided that the New Hampshire MEP would close down due to lack
of funding? Who made the decision? Can you inform the Committee what the proc-
ess is for closing centers?

Answer. Three years ago, the New Hampshire (NH) Center was experiencing
management problems so the NH Board removed the director, reconstituted the
board, and brought in the Maine-based MEP Management Services Incorporated
(MSI) as managing agent.

Since NH received about $420,000 in Federal cost share annually and only re-
ceived about $150,000 from the state three years ago, the excess Maine cost share
was used to cover the NH center.

The Maine MSI’s excellent management team was able to bring the NH perform-
ance up and NH is now the highest performing MSI center.

However, the NH center had approximately $300,000 in debt which the Maine
MSI assumed as managing agent. The Maine MSI managed to reduce this debt
down to $180,000. But as fiduciary agents, the Maine MSI and the NH board are
responsible for the remaining debt. In light of the reductions to MEP funding in the
fiscal year 2004 Consolidated Appropriations Act, the Maine MSI decided that, even
iinba best case scenario, they would not have enough cash flow to manage the NH

ebt.
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The Maine MSI will still provide a minimal level of service by keeping one NH
staffer and assigning other staff from Massachusetts and Maine to serve NH compa-
nies.

INFRASTRUCTURE PROTECTION

Question. Mr. Secretary, you have the sole responsibility to issue Federal Informa-
tion Processing Standards which are standards developed by NIST and used by fed-
eral agencies and the commercial sector to protect their computer systems. As the
Nation’s infrastructure is increasingly linked by the internet, its vulnerabilities are
being subjected to daily attacks. Given this fact, is the Nation, and in particular the
Department of Commerce, investing enough resources to protect our computer sys-
tems and networks? Does this portfolio of investment contain enough forward look-
ing R&D to allow us to be proactive and not reactive to these threats?

Answer. Information security is one of the most critical issues facing industry and
government. The Department of Commerce and especially NIST, takes very seri-
ously our responsibilities to strengthen information security in the Federal govern-
ment and the Nation as legislatively mandated in the Federal Information Security
Management Act (FISMA) of 2002 and other legislation.

As a Nation, we have made progress in securing our legacy systems, but “bad
guys” continue to find new ways around or through our defenses. While we focus
on current implementations, new technology developments in IT systems and in
other disciplines that increasingly rely on IT systems are coming on-line at an accel-
erating pace. Thus, in cyber security, we continue to be challenged.

That i1s why the President’s fiscal year 2005 budget request includes a proposed
increase of $6 million for NIST to address key National needs in cyber security.
With this proposed increase to NIST’s base funding of approximately $10.9 million,
NIST will be able to more effectively work with industry and government agencies
to accelerate solutions to critical cyber security issues, including the development
of security and critical infrastructure application protocols; expanding the NIST
Cryptographic Toolkit to include developing technologies, such as limited power,
small-sized computing environments, fixing insecure wireless security standards;
and producing metrics to build secure networks and systems from individually un-
derstood components.

PTFP GRANTS

Question. Mr. Secretary, can you tell us why the PTFP Construction account and
the Information Infrastructure Grants are no longer needed and why the funding
request is shifted to the Public Broadcasting budget? Since CPB funds cannot be
used for repairs, where will rural stations turn for assistance?

Answer. The Information Infrastructure Grant program was created as an aware-
ness program to promote the widespread use and availability of telecommunications
and information technology in the non-profit and public sector. The Department be-
lieves that this mission has been fulfilled and recommends redirecting the funds to
new priorities.

With the assistance of Federal funds appropriated to PTFP, the Corporation for
Public Broadcasting (CPB), and the Rural Utilities Service (RUS), 90 percent of the
Nation’s public television stations will be broadcasting in digital by the end of the
year. As we near the end of the digital transition, the Administration proposes to
continue funding the digital conversion of public television during fiscal year 2005
through funds already appropriated to CPB.

PTFP also does not pay for equipment repairs or other operating costs. PTFP,
however, does pay for the replacement and installation of replacement equipment
in circumstances of urgent need. We understand that these expenses could be sup-
ported through the equipment programs now in place at CPB and RUS.

LONG-TERM PLAN FOR SPECTRUM MANAGEMENT

Question. Can you tell us what your overall long-term game plan is for spectrum
management and how you will work with the FCC in this endeavor? What are your
priorities and what are the most significant impacts on the commercial industry?

Answer. On May 29, 2003, the President established the “Spectrum Policy Initia-
tive” to develop and implement a U.S. spectrum policy for the 21st century. The Sec-
retary of Commerce was directed to chair the initiative. The initiative involves an
interagency task force to develop recommendations for improving spectrum manage-
ment policies and procedures for the Federal Government, as well as an examina-
tion of ways to improve spectrum management for state, local, and private sector
spectrum use. A report containing recommendations will be provided to the Presi-
dent in early summer.
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The National Telecommunications and Information Administration (NTIA) within
the Department of Commerce is the President’s principal advisor on telecommuni-
cations and carries out the function of providing spectrum to the Federal agencies.
NTIA works directly with the FCC regarding spectrum allocation and spectrum pol-
icy development and implementation. In addition, the NTIA and FCC have agreed
via a memorandum of understanding to meet twice a year at the Chairman and As-
sistant Secretary level and monthly at the Bureau level to discuss plans and spec-
trum management issues.

Our major priorities include: (a) foster economic growth; (b) ensure our National
and homeland security; (¢c) maintain U.S. global leadership in communications tech-
nology development and services; and (d) satisfy other vital U.S. needs in areas such
as public safety, scientific research, Federal transportation infrastructure, and law
enforcement.

In the fiscal year 2005 budget, the President requested funding for NTIA for the
development of incentives to increase efficient use of spectrum; the continuance of
a prior year initiative to make the spectrum management process more efficient and
effective through the application of information technology; the expansion of our
International radio-communication outreach program; and development of the nec-
essary analytical engineering tools and methods that will improve spectrum effi-
ciency.

The Administration has strongly supported the creation of a “spectrum relocation
fund,” which would have a significant impact on the commercial industry by sub-
stantially speeding the opening of spectrum to commercial use. Passage by the
House of H.R. 1320, the Commercial Spectrum Enhancement Act, without amend-
ment, would significantly improve spectrum management for both Government spec-
trum users and for commercial wireless users. The relocation fund legislation strikes
a proper balance in three key policy objectives. First, the Bill fully funds Govern-
ment spectrum relocation, providing certainty essential to Federal users including
the Department of Defense. Second, the legislation will result in timelines that are
workable for Government incumbents and commercial wireless users. Third, the leg-
islation provides certainty and accountability in developing and adhering to reloca-
tion cost estimates and relocation timetables.

Failure to enact this legislation this year could have an adverse impact on the
timing of the Third Generation (3G) wireless auction and the deployment of new 3G
wireless services. Industry and the Government are in strong agreement that the
reimbursement fund mechanism would streamline the relocation of Government
agencies. The President’s budget for fiscal years 2003, 2004 and 2005 contained a
legislative proposal to create a spectrum relocation fund for Federal agencies re-
quired to relocate their communications systems to allow the spectrum to be auc-
tioned by the Federal Communications Commission (FCC) for private sector uses.
H.R. 1320 passed the House 408-10 on June 11, 2003. At the time, the Administra-
tion issued a Statement of Administration Position strongly supporting the bill as
passed by the House.

ITA REORGANIZATION AND COLLABORATION WITH USTR

Question. Mr. Secretary, at the hearing you gave us an overview of how the ITA
reorganization is progressing. Will you now provide a more comprehensive status of
this complex reorganization? Also, can you offer some insight on how the Commerce
Department will leverage this new office in cooperation with the United States
Trade Representative to protect U.S. interest?

Answer. The Reprogramming was sent to the House and Senate Appropriations
Committees on May 7th. In addition, the Department Organization Orders nec-
essary to formally make the changes need to be signed by the Secretary. Once the
orders are signed, the staff will be formally moved and the management processes
(accounting, personnel and other logistics) will be completed.

Our reorganization will provide increased attention to the problems, both domes-
tic and international, facing the manufacturing sector through the creation of an As-
sistant Secretary for Manufacturing and Services. We will consolidate and strength-
en our export promotion functions under the Assistant Secretary for Trade Pro-
motion (and Director General of the U.S. and Foreign Commercial Service) and im-
prove the operations of our Import Administration.

The Department of Commerce will continue to work closely with the U.S. Trade
Representative in fulfilling the requirements of U.S. law, assisting exporters in over-
coming foreign trade barriers and ensuring foreign countries comply with their com-
mitments to the United States.
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IRAQ RECONSTRUCTION

Question. Mr. Secretary, I would like to commend the dedication of the Senior
Commercial Officers around the world. They are doing an outstanding job. With ref-
erence to the emerging need and increased workload in the Middle East, specifically
related to Iraq reconstruction, can you tell us where Iraq is within the priorities of
the Foreign Commercial Service? What is FCS’s basis for the resource allocation for
the various locations around the world? Do you have a plan to increase the FCS
presence in the areas serving as gateways into Iraq? When the government is
turned over to the Iraqi provisional government on July 1, what is the plan for the
FCS presence?

Answer. ITA has conceived and developed several initiatives to facilitate and as-
sist U.S. business interest in Iraq.

Our Middle East-based Iraq Reconstruction Regional Initiative is a joint effort by
Commercial Services posts in Egypt, Jordan, Kuwait, Saudi Arabia, Turkey and the
UAE to assist interested U.S. companies by highlighting and supporting a series of
specific events and activities such as conferences, seminars and training programs,
webcasts, virtual (video) trade missions and videoconferences.

As part of this initiative, we have undertaken an extensive series of activities, a
schedule of which is attached. As a further complement to these activities, we plan
to open a Middle East Business Information Center, which will showcase private
sector development and serve as a one-stop shop for U.S. companies seeking oppor-
tunities in the region.

Similarly, the Central and Eastern Europe Regional Initiative seeks to provide
our Central and Eastern European Coalition allies with the necessary information
required for their companies to compete for Iraq Reconstruction contracts on a level
playing field. This initiative is a one time commitment to provide a delegation of
experts to disseminate information and answer questions from the local business
communities in Poland, Hungary, Czech Republic, Romania, Albania, Bulgaria, Slo-
vakia and Ukraine.

Commerce is also gearing up with a U.S.-based Iraq Reconstruction Project Team.
This initiative builds on our successful “sector team” approach to assemble a small,
highly focused group of sector specialists from around the country, each focused on
a specific priority development sector in Iraq. Each sector specialist will be respon-
sible for developing contacts with Iraq experts, handling questions from interested
companies, and disseminating information on their particular sector.

Since the end of official hostilities, we have had commercial service officers in Iraq
assisting the Coalition Provisional Authority with private sector development and
Iraq reconstruction efforts. We now are in the process of establishing a Commercial
Service (CS) operation in Baghdad in the new Embassy scheduled to open by July
1, 2004. CS Baghdad will be staffed by 2 commercial officers and 8 Foreign Service
nationals. CS has begun hiring staff for the new Baghdad operation and has as-
signed a seasoned officer to arrive in Baghdad in advance of the July 1 opening.

The CS overseas resource allocation model takes into consideration Administra-
tion priorities, as well as market potential and cost/benefit analysis. Historically, the
U.S. and Foreign Commercial Service has responded to national crisis with all avail-
able resources. We are using existing resources for this effort.

IRAQ RECONSTRUCTION REGIONAL INITIATIVE (IRRI) LIST OF TRADE PROMOTION EVENTS
(BY DATE)

January 2004

January 13-15—Iraqi Ministry of Trade training by the Government of Jordan on
the Company Registration System. COMPLETED.

January 5—Live Web Broadcast through the World Trade Center (WTC) in An-
kara, Turkey. COMPLETED.

January 6-8—Iraq Reconstruction Seminars in Ankara (Jan. 6), Izmir (Jan. 7)
and Istanbul (Jan. 8). COMPLETED.

January 11-13—“Outreach 2004 Exhibition”, Amman, Jordan on Iraq Reconstruc-
tion. Recruit an Iraqi delegation to attend the event. FCS Turkey to send Turkish
delegation. COMPLETED.

January 19—23—“Rebuild Iraq”, Exhibition in Kuwait City. Bring Iraqi delegation.
CS Kuwait to host Iraqi Reconstruction Council Meeting. COMPLETED.

January 18-22—“Arab Health Exhibition”, Dubai, U.A.E. Joint United States/
United Kingdom initiative to bring an Iraqi delegation. CS Baghdad staff to provide
CPA/CS Baghdad briefing. COMPLETED.

January—Proposed Ar’ar Border opening press event in Saudi Arabia. U.S. Em-
bassy Saudi Arabia to highlight beneficial aspects of the opening for future Saudi-
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Iraqi business relations. POSTPONED UNTIL CPA/GC HAND-OVER OF SOV-
EREIGNTY 6/30/2004.

February 2004

February—Preparation of Arabic language quick reference sheet on “Doing Busi-
ness in Iraq”. COMPLETED.

February 17—CS Kuwait and CS Riyadh supported and accompanied delegation
from the American Business Council of Kuwait to Basra and Um Qasr for business
gﬁ%%‘%g]% and briefings by the Basra Chamber of Commerce and CPA South. COM-

February 17-20—Assistant Secretary Lash visits Baghdad to meet CPA officials,
U.S. and Iraqi companies to discuss reconstruction and investment. COMPLETED.

March 2004

March—Iraq Central Organizations for Standards and Quality Control (COSQC)
delegation to Saudi Arabia for training in establishing industry standards, orga-
nized by NIST. POSTPONED DUE TO NIST FUNDING ISSUE.

March 20—A/S Lash meets Iraqi and U.S. business groups in Abu Dhabi and
Dubai regarding Iraqi Reconstruction and Investment. COMPLETED.

March 21-22—“Iraq-Arab Alliance Conference for Reconstruction, Trade and In-
vestment in Iraq” to be held in Bahrain. Conference and exhibition focused on Iraq
Reconstruction opportunities with participation from throughout the Gulf region.
COMPLETED.

April 2004

April 5-8—Conference and exhibition organized by Iraqi American Chamber of
Commerce and Industry entitled “DBX: Destination Baghdad Expo” at Baghdad
International Fairgrounds. POSTPONED.

April 10—Iraq Conference by the Council of Saudi Chambers of Commerce & In-
dustry in Riyadh. FCS to present business opportunities through Saudi-U.S. busi-
ness relationships. USAID/CPA contractor and USG officials to participate as speak-
ers.

April 4—Iraq Reconstruction seminar at the American Turkish Council’s Annual
Conference, Washington, D.C. COMPLETED.

April 18-19—0il and Gas Conference in Basra actively supported by CS Kuwait.
POSTPONED.

April 20—Dubai—Conference on Subcontracting Opportunities in Iraq with high
level DOC and PMO participation. COMPLETED.

April 25—Amman—Conference on Subcontracting Opportunities in Iraq with high
level DOC and PMO participation. COMPLETED.

April 29—Istanbul—Conference on Subcontracting Opportunities in Iraq with
high level DOC and PMO participation. COMPLETED.

June 2004

June 2-3—International Investment Conference in Basra, actively supported by
CS Kuwait. POSTPONED.
June 6—7—Conference on Iraq’s Oil and Gas Industry in Abu Dhabi.

“Doing Business in Iraq” Outreach Seminars

Assistant Secretary Lash—February 24, Cleveland, OH; February 25, Kansas
City, MO; March 23, Detroit, MI; March 24, Minneapolis, MN; March 25, New Orle-
ans, LA; and May 6, Houston, TX.

Senior Advisor on Iraq, Sue Hamrock—March 9, Los Angeles, CA; March 10, San
Diego, CA; March 18, Boston, MA; March 19, New York, NY; April 13, Chicago, IL;
and April 14, San Francisco, CA.

2010 DECENNIAL CENSUS AND AMERICAN COMMUNITY SURVEY

Question. Mr. Secretary, this is an extraordinary request for funds with six years
to go until the census. Could you give us a status overview of the preparation for
the 2010 census and how the requested funds will be used?

Answer. Things are going very well, thanks to the support of the Administration
and Congress in these efforts. With these early investments in the 2010 census, we
are well on our way to achieving our goals to improve the relevance and timeliness
of census long-form-type data, reducing operational risk, improving the accuracy of
census coverage, and containing costs over the 2010 decennial cycle.

In the fourth quarter of fiscal year 2004, the American Community Survey (ACS)
will expand to a sample of 250,000 addresses each month spread across every coun-
ty in the United States and Puerto Rico. Fiscal year 2005 will be the first full year
of data collection at this sample size. The successful implementation of the ACS
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serves as the replacement of the long-form component of the decennial census, pro-
viding the United States not only more timely data, but also the added efficiencies
of administering a short-form only decennial census.

The MAF (Master Address File)/TIGER (geographic reference file) Enhancements
Project is on schedule to be completed for all counties in the United States, Puerto
Rico, and island areas by fiscal year 2008.

Key mailout, field, and special purpose studies have been completed in developing
a short-form census for 2010. Additional tests and development efforts are on track
for conducting a dress rehearsal census in fiscal year 2008.

Specifically:

American Community Survey

Ongoing support for the ACS will allow the Census Bureau to publish detailed
social and economic data every year for all places with a population of 65,000 or
more beginning in fiscal year 2006.

The increased budget is for the annualization of the program that will have begun
in the fourth quarter of fiscal year 2004. The largest cost drivers are questionnaire
mailing and collection, following up on nonresponses, information technology and
data processing/dissemination activities.

After three years of data collection and every year thereafter, accumulated data
can be used to make such annual estimates for all places of size 20,000 or more.

After five years of data collection and every year thereafter, accumulated data can
be used to make annual estimates for all places and tracts comparable in content
and reliability to decennial long-form data.

MAF | TIGER Enhancements Project (MTEP)

By the end of fiscal year 2004, approximately 26 percent of the counties in the
Master Address File (MAF) and geographic database (TIGER) will be brought into
alignment with global positioning system (GPS) coordinates.

In fiscal year 2005, improvements will be completed for an additional 700 coun-
ties. By the end of fiscal year 2005, this work will have been completed for nearly
half of all counties in the United States, Puerto Rico, and the island areas.

The MAF/TIGER enhancements project is on schedule to be completed for all
counties in the United States, Puerto Rico, and the island areas by the end of fiscal
year 2008.

Work will continue on converting our MAF/TIGER processing environment to one
based on commercial, off-the-shelf software. This effort began in fiscal year 2003 and
is planned to be completed in fiscal year 2006.

Short-Form Only 2010 Census

The development and testing of a dramatically revised process for conducting the
short form Census is key to the strategy for cost containment for the 2010 census.
We will complete 2004 Census Test evaluations by the third quarter of fiscal year
2005 and use the results to inform/revise planning, testing, and development for the
rest of the decade.

We will begin conducting the National Content Survey and the 2005 National
Census Test in the fourth quarter of fiscal year 2005 and complete evaluations in
the third quarter of fiscal year 2006.

We will begin preparations, and conduct early operations, for the 2006 Census
Test in fiscal year 2005.

We will begin planning for the 2006 Overseas Test in fiscal year 2004 and prepare
for the test during fiscal year 2005.

We will continue other long-term planning, testing, and development for the 2008
Dress Rehearsal and 2010 Census.

Question. Mr. Secretary, in addition, as this is the first time you are imple-
menting the American Community Survey, can you tell us how you expect the im-
plementation to go?

Answer. After almost a decade of research and testing, the American Community
Survey (ACS) will begin Nationwide data collection in the fourth quarter of fiscal
year 2004, at a sample size of 3 million addresses per year. We feel confident this
program will be successful given the experience of the staff overseeing the project
in headquarters, the processing center, the three telephone centers, and the 12 re-
gional offices. The testing on the ACS from 1996 to the present supports our con-
fidence. The ACS has exceeded our quality goals each year. We anticipate con-
tinuing this success into full implementation.

There are three major challenges we anticipate and are monitoring closely:

—Full implementation of the ACS requires a significant increase in sample size

(from 800,000 to 3 million annually) and requires a significant increase in the
overall ACS staff. The one-time classroom training and on the job observation
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will fully tax the regional office staff working on the ACS program during Octo-
ber through December. However, the experience of the regional office staff will
ensure that the staff is well trained and ready to conduct the ACS successfully.

—The American Community Survey is expanding into Puerto Rico as part of full
implementation. We have limited experience in collecting survey data in Puerto
Rico. Our Boston Regional Office will manage the personal visit data collection
in Puerto Rico. We are working together to hire and train an adequate staff in
October 2004 to ensure the data collection is a success.

—Lastly, although the American Community Survey tested data collection of per-
sons living in group quarters (prisons, college dormitories, nursing homes, etc.)
in 1999 and 2001, the National level implementation of group quarters data col-
lection is a major challenge. This operation will require separate training for
the regional office field staff and close monitoring to ensure the quality of the
data meet the ACS standards.

While the start-up challenges are significant, the U.S. Census Bureau places high

priority on the American Community Survey and we are confident the program will
continue to be successful.

FUNDING FOR CENSUS PROGRAMS

Question. Mr. Secretary, I am concerned about budget reductions in the areas of
Economic Census, Census of Governments and the Intercensal Demographic Esti-
mates. Can you explain how you plan to provide the same level of service the gov-
ernment has come to count on?

Answer. The fiscal year 2005 Congressional request for the Intercensal Demo-
graphic Estimates is an increase of $1.2 million to improve the measurement of mi-
gration across U.S. borders. It is imperative to accurately assess the size, character-
istics, and impact of International migration, as it is a critical factor in our popu-
lation growth.

Reduced funding levels for other programs reflect the cyclical nature of these pro-
grams. For example, 2005 is the final year of the 2002 Economic Census Cycle and
the first year of the 2007 Economic Census. If fully funded, the Census Bureau will
carry out all activities scheduled for fiscal year 2005 as originally planned. As the
census programs transition from one phase of the cycle to another, activities in fis-
cal year 2005 are different in nature from fiscal year 2004. Given the differences
in the nature and scope of the planned activities for fiscal year 2005, the Census
Bureau can, at the requested funding level, continue to provide the high level of
service our customers and stakeholders have come to expect.

PTO FUNDING AND REDUCED PENDANCY

Question. Mr. Secretary, during the hearing we discussed the significant increases
for PTO in your budget submission. In past years, the correlation between funding
increases on the one hand and reduced patent pendancy and higher patent quality
on the other has not been demonstrated. Will you provide a more detailed expla-
nation on how such a large budget increase in fiscal year 2005 will help achieve
these goals? Can the PTO actually execute such a large increase in one year?

Answer. Although the USPTO has received significant budget increases, over the
past 10 years patent applications filed, patent examiners and enacted budget—in
constant dollars—have increased at about the same rate (applications at 81 percent
and budget and patent examiners at about 90 percent). The primary reason for
pendency increases over this period is that the Office has been confronted by an
overwhelming shift in technology from the traditional chemical and mechanical ap-
plications to the significantly more complex applications in the computer, bio-
technology and telecommunications areas. Ten to 15 years ago only 11-12 percent
of the USPTO’s work was in the complex technologies; today almost 35 percent is.
On the average, examiners have 18 hours to handle an application in the traditional
chemical and mechanical areas as opposed to 31 hours in the high tech/emerging
areas. This shift in technology and the corresponding increase in time needed trans-
lates to a need of over 600 examiners, before even addressing the high annual
growth rates in applications received. A number of policy changes and International
obligations have also shifted significant amounts of work to areas that do not reduce
pendency. For example, from 1993 to 2003 filings pursuant to the Patent Coopera-
tion Treaty increased by over 300 percent, from 13,310 to 44,282. Examiners must
be given production credit for resolving these cases even though they grant no prop-
erty rights. Since passage of the American Inventors Protection Act in 2000, exam-
iners have been assigned classification duties related to pre-grant publication, a
task that absorbed 36 examiner-FTEs in fiscal year 2003 but did not contribute to
pendency reduction.
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In the recent past, many have urged the USPTO to stop trying to “hire its way
out of this problem.” While the agency continues to work on ways to improve effi-
ciency, there is simply no substitution for the human mind for making determina-
tions of patentability. As a result, the Strategic Plan anticipates continued examiner
hiring as a critical element of achieving targeted pendency improvements. It also
proposes a number of efficiency gains, including taking advantage of searches of
identical or similar applications submitted to other competent patent offices and in-
troducing market competition for some of the tasks facing the Office. The Strategic
Plan initiatives to use non-examiner resources to perform search and classification
functions will enable the agency to focus more examiner attention on making pat-
entability decisions and will contribute to pendency improvements.

The USPTO’s fiscal year 2005 budget request includes an increase of $311 million
over the fiscal year 2004 enacted level. Of this $311 million, $38 million is for ad-
justments to base (pay raises and other inflationary costs), and another $38 million
would be transferred to the Office of Personnel Management for post-retirement
benefits of USPTO employees. The remaining $233 million increase would be dedi-
cated to implementing Strategic Plan by fully funding delayed initiatives, and con-
tinuing to fund those that were implemented at a reduced level, as follows:

—$19 million would enable the USPTO to continue its high priority focus on qual-
ity initiatives and fully fund training to address the new electronic workplace.
With primarily base resources, the USPTO has made positive progress in imple-
menting key programs to improve quality, such as certification of patent exam-
iners before promotion to grade 13, continuing legal education for all patent pro-
fessionals, and an expanded, in-depth review of the work product of one-third
of all senior patent professionals.

—$39 million would be used to continue e-Government initiatives, including avail-
ability of automated systems and recovery in the event of catastrophic disaster.
This funding is critical because IT has brought to the examiner’s fingertips ca-
pabilities not realized 15 years ago, such as:

—Increased reliance on non-patent literature for prior art searches: Automation
funding has provided access for examiners to the hundreds of non-patent lit-
erature databases that are needed to perform a quality search.

—Internet searching: In some technologies, Internet searching is a mandatory
primary search requirement.

—Complexity of applications: Patent applications now include subject matter
that requires IT solutions simply to examine them; for example, the newer
technologies such as biotechnology applications with complex sequences, and
proteins claimed by three dimensional spatial coordinates. Some applications
come in on CDs with the equivalent of millions of pages of data.

—Also included in this amount, and consistent with the fee bill passed by the
House, are funds to test the concept of competitive sourcing for prior-art
searches by conducting a limited scope proof of concept during fiscal year
2005. The USPTO is analyzing the amendments in the fee bill to determine
their implication on operations.

—$61 million would address, among other things, patent application inventories
and workload by hiring 900 new patent examiners. This represents 650 new po-
sitions, compared to new positions of 67 in fiscal year 2003 and a planned zero
increase in fiscal year 2004. Funds also would be allocated to new Trademark
examining attorney hires and changes needed to implement the Strategic Plan
initiatives of multi-track and accelerated examination, and post-grant review in

atents.

—5106 million would be used to address workload increases by aligning funding
needed for activities impacted by the growing examination workloads and the
volume of application and search data. Included in this amount is $65 million
for patent workload increases in initial examination review, pre-grant publica-
tion, patent publication, commercial data bases and examiner search support,
and information technology support throughout examination; $35 million for IT
upgrades, staff for responding to an increased number of customer assistance
and issue resolution incidents, increase and enhancement of mass storage and
infrastructure platforms; and $6 million for administrative support, such as
mail center and warehousing, and related workload and human resources proc-
essing costs

TAKING PTO OFF BUDGET

Question. Mr. Secretary, there is currently legislation moving through the House
that would take PTO “off budget”. Can you tell me what your position is on this
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legislation? Can you tell me some reasons why this might or might not be good for
PTO?

Answer. The fee revisions and related provisions included in the USPTO fee bill
(H.R. 1561) were originally introduced at the request of the Administration and did
not include a proposal to take the USPTO off-budget. When the off-budget language
was added by amendment in subcommittee markup, the Administration indicated
in a letter signed by Theodore W. Kassinger, General Counsel, on June 12, 2003,
to the full Judiciary Committee that it could not support the bill as amended be-
cause, in part, it would have removed the USPTO from the appropriations process.
The Administration has not yet developed a formal position on H.R. 1561, the
“United States Patent and Trademark Fee Modernization Act of 2004,” as passed
by the House (on a 379-28 vote on March 3, 2004) and reported favorably by the
Senate Judiciary Committee on April 29, 2004.

BIS MISSION AND ACTIVITIES

Question. Mr. Secretary, it seems BIS has an expansive mission for a small agen-
cy. Can you explain how BIS plans to prioritize it many missions and how you plan
to apply these few resources to accomplish that goal? Also, can you share with us
how BIS works with other agencies outside of Commerce and any jurisdictional
issues that affect your operations?

Answer. The mission of the Bureau of Industry and Security (BIS) is to advance
U.S. National security, foreign policy, and economic interests. BIS’s activities in-
clude regulating the export of sensitive goods and technologies in an effective and
efficient manner; enforcing export control, antiboycott, and public safety laws; co-
operating with and assisting other countries on export control and strategic trade
issues; assisting U.S. industry to comply with International arms control agree-
ments; and monitoring the viability of the U.S. defense industrial base.

To assist the Bureau in fulfilling these critical missions, BIS published its Guid-
ing Principles in October 2002. These Principles represent the philosophy of BIS in
approaching its activities and fulfilling its responsibilities. A copy of these Principles
is attached.

BIS focuses its activities and resources on eight key areas:

—Export control policy and regulation.—BIS ensures that controls on exports and
reexports of U.S.-origin items meet U.S. National security objectives without
unnecessarily burdening U.S. industry.

—Export licensing.—BIS is continually streamlining and updating its processes to
increase capacity and better serve exporters.

—Enforcement.—BIS vigorously enforces U.S. export control, antiboycott, and pub-
lic safety laws, while working to improve exporter and end-user compliance with
export license conditions.

—Multilateral regimes.—BIS plays a major role in the development, interpreta-
tion, and refining of control lists and operational guidelines for the four major
nonproliferation regimes—the Nuclear Suppliers Group, the Australia Group,
the Missile Technology Control Regime, and the Wassenaar Arrangement.

—International Cooperation.—In coordination with other federal agencies, BIS
participates in a number of International cooperation and enforcement pro-
grams to enhance compliance with and enforcement of U.S. export controls
worldwide. BIS also assists in the development of effective indigenous infra-
structures for export controls in other countries.

—Treaty Compliance.—BIS assists U.S. industry in compliance with the Chemical
Weapons Convention and will assist industry in compliance with the Additional
Protocol to the United States-IAEA nuclear safeguards agreement.

—U.S. defense industrial base.—BIS monitors and supports the U.S. defense in-
dustrial and technological base through advocacy for U.S. firms competing for
foreign defense contracts. BIS also exercises its authority under the Defense
Priorities and Allocations System to require preferential acceptance and per-
formance of certain contracts supporting the U.S. military.

—Outreach.—BIS keeps United States and foreign firms informed of U.S. export
control regulations through an aggressive program of seminars, meetings, and
other outreach activities.

To accomplish its mission, BIS works cooperatively with other parts of the U.S.
Government including the National Security Council, the Department of State, the
Department of Defense, the Department of Energy, the Department of Homeland
Security, and the Intelligence Community. In many cases, BIS circulates license ap-
plications to other agencies for review prior to a decision. In addition, BIS manages
an extensive license application escalation process that enables senior U.S. Govern-
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ment officials to consider particularly sensitive applications before a final decision
is made.

Most items on the Commerce Control List (CCL) are derived from the control lists
of the multilateral regimes. BIS works closely with other U.S. Government agencies
to strengthen these regimes and improve treaty compliance. BIS also works with the
Departments of State, Defense, and other agencies to ensure that the CCL ade-
quately captures all dual-use items that potentially could be used to harm the Na-
tional security of the United States, and to clarify the allocation of commodity juris-
diction between the Department of Commerce and the Department of State, which
has responsibility for licensing defense articles.

In addition, BIS participates in a number of International cooperation and en-
forcement programs in coordination with other federal agencies. BIS leverages its
capabilities by forming strong working relationships with other law enforcement
agencies, including the Federal Bureau of Investigation (FBI), the Bureau of Immi-
gration and Customs Enforcement (ICE), and the military law enforcement groups.
BIS also has productive and cooperative relationships with the Central Intelligence
Agency and the National Security Agency.

These cooperative efforts with U.S. industry and other agencies in the U.S. Gov-
ernment have enabled BIS to achieve significant success in accomplishing our im-
portant mission. Our efforts are guided by the principle that protecting security and
promoting trade are mutually reinforcing objectives. Indeed, legitimate trade is
based on the foundation of sound security. We look forward to building on this suc-
cess as we address new challenges in the years ahead.

QUESTIONS SUBMITTED BY SENATOR TED STEVENS
ASSISTANCE TO ALASKA FISHERMEN

Question. Does the department intend to provide full funding of the $15 million
in economic development assistance each of the five years to these fishermen?

Answer. The Department of Commerce is very concerned about Alaska’s fishing-
dependent communities and is committed to ensuring that these communities are
economically prosperous and remain viable communities with a strong economy.

CRAB RATIONALIZATION PROGRAM AND OCEAN POLICY

Question. Do you perceive any problems with meeting the implementation date of
January 1, 2005 for Bering Sea crab rationalization?

Answer. Congressional language in the fiscal year 2004 Omnibus Act (Public Law
108-199) requires Secretary of Commerce approval of a crab rationalization pro-
gram by January 1, 2005. NOAA is committed to meeting this deadline, and it is
one of NOAA’s top priorities. NOAA Fisheries is working with the North Pacific
Fishery Management Council, the State of Alaska, and interested constituency
groups to design an expedited process that would lead to Secretarial approval by
the prescribed date.

Question. Is the Department of Commerce prepared to receive and consider the
findings of the Commission on Ocean Policy?

Answer. The Administration is prepared to receive the report and looks forward
to considering the Commission’s findings. The report of the U.S. Commission on
Ocean Policy (USCOP) certainly has significant ramifications for the Department of
Commerce, especially for the National Oceanic and Atmospheric Administration
(NOAA). The Commission released its draft report on April 20, 2004. Following a
44-day public and gubernatorial review, the Commission will amend the draft report
as necessary and release its final report, probably sometime in the early-to-mid
summer. The President then has 90 days to review the report and provide a report
to Congress. The interagency effort being led by the Council on Environmental
Quality (CEQ) in the Executive Office of the President is now reviewing the draft
report and developing timely and appropriate responses to the recommendations.
The Department will consider the findings of the Commission as part of the inter-
agency effort being led by the Council on Environmental Quality (CEQ) in the Exec-
utive Office of the President. This interagency approach will ensure an integrated
response consistent with the Oceans Act of 2000, which requires the President to
provide a unified response to Congress. NOAA has been assisting CEQ in preparing
for this review.
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NOAA FUNDING

Question. Mr. Secretary, do you believe the significant reductions in NOAA’s
budget and specifically in fisheries and ocean research will allow for the necessary
management of our Nation’s marine resources?

Answer. The NOAA budget requests a total of $3,380.8 million in discretionary
budget authority, a net decrease of $309.5 million, or 8.4 percent below the fiscal
year 2004 enacted level. While this is a reduction from the fiscal year 2004 enacted
level, the fiscal year 2005 NOAA budget ensures that we continue to sustain healthy
marine habitats, ocean research, robust ecosystems, and coastal environments, and
address safety and environmental compliance issues impacting NOAA.

The reductions requested within the fiscal year 2005 budget request are included
in order to support high priority increases for the NOAA Fisheries Program within
a constrained budget environment. For example, the fiscal year 2005 budget request
includes an increase of $6.0 million for a total of $20.9 million for fisheries stock
assessments and surveys, $1.0 million for protected resources stock assessments, an
increase of $1.2 million for a total of $5.2 million for socio-economic data collection
and analysis, an increase of $0.5 million for a total of $2.0 million for research to
understand and predict the effects of climate change on major marine and coastal
ecosystems in the Bering Sea and Gulf of Alaska, $1.0 million to scientifically deter-
mine the population status of humpback and bowhead whales, and $1.0 million for
fisheries oceanography which will analyze data to determine basin-wide changes in
atmospheric and oceanic circulation and their effect on marine populations.

The NOAA budget request provides funds to enhance our scientific understanding
of the oceans and atmosphere. NOAA conducts research and gathers data about the
global oceans, atmosphere, space and solar activities, and applies this knowledge to
science and services. Specifically, the National Ocean Service (NOS) fiscal year 2005
budget request will promote a wide range of research activities to create the strong
science foundation required to sustain use of our coastal systems. Overall, the fiscal
year 2005 request for NOS is $394.3 million. Specifically, the NOS fiscal year 2005
budget requests an increase of $6.5 million (above the current program level) for a
total of $47.9 million to continue conducting Harmful Algal Bloom and Pfiesteria re-
search as mandated by the Harmful Algal Bloom and Hypoxia Research and Control
Act (HABHRCA). In addition, the fiscal year 2005 NOS budget includes increases
for navigation services, White Water to Blue Water.

QUESTIONS SUBMITTED BY SENATOR PETE V. DOMENICI
ITA REORGANIZATION

Question. Mr. Secretary, Congress approved the restructuring of the International
Trade Administration (ITA) as part of the fiscal year 2004 Consolidated Appropria-
tions Act. I understand that this reorganization is now underway and that the De-
partment will establish an Assistant Secretary for Manufacturing and Services. I
am pleased that the Department of Commerce is renewing its focus on domestic
manufacturing. An essential part of manufacturing is our ability to produce and ob-
tain basic raw materials, such as refined metals, and semi-fabricated raw materials,
such as copper and steel mill products and castings, at reasonable prices and in ade-
quate quantities. I am concerned that under the reorganization the Metals Division
is being eliminated. How does the Department plan to cover this important indus-
trial sector?

Answer. We fully recognize the importance of the metal sector to our manufac-
turing base. While we are planning to streamline management layers, we plan to
provide full coverage of the metals sector as we have prior to the reorganization.
) Quegtion. How does the Department plan to address the raw material sector
issues?

Answer. We will address these important issues as they arise and in the same
manner as we have done in the past. Since the reorganization provides us a man-
date to address many domestic issues of importance to manufacturing, we believe
our support of the raw materials sector will be enhanced.

Question. Will adequate staff and funding be allocated to this activity?

Answer. We believe that we will be able to cover this sector on a basis comparable
to our current level of support.

PARTICIPATION IN COMMODITY PRICES

Question. Mr. Secretary, most raw materials are priced on International com-
modity exchanges and all are subject to International supply and demand factors.
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Our domestic metal industry is global in the classic sense. Organizations such as
the International Copper Study Group have made significant progress in improving
market transparency and statistics. A stated objective of the reorganization is to
focus on domestic competitive issues. Will the Department of Commerce continue to
participate in International commodity or raw material organizations?

Answer. Yes. We intend to continue our active participation in the International
Copper Study Group, as well as the UNCTAD negotiations on commodities, APEC
Nonferrous Dialogue, OECD Steel Committee and other forums as appropriate.

Question. Will the Department continue to address International issues directly
affecting the materials industry?

Answer. Yes. We will continue to cover these issues as in the past.

Question. Under the ITA reorganization, what unit will cover these issues?

Answer. The reorganization will not change unit responsibilities. ITA’s Import Ad-
ministration will continue to cover dumping and countervailing duty issues, our
Market Access and Compliance Unit will cover trade negotiations and our new Man-
ufacturing and Services Unit will cover various International and domestic trade
and competitive issues.

Question. Is this unit adequately funded and staffed? What would those staffing
and funding levels be for fiscal year 2004 and fiscal year 2005?

Answer. We are currently in the process of allocating resources. Staffing and
funding levels will not be reduced as a result of the reorganization.

Question. Finally, Mr. Secretary, the raw material industry must address sustain-
able development and environmental issues on a domestic and International scale
in order to be competitive in world markets. The Department of Commerce has
hosted conferences to assist industry in meeting these challenges. Would the De-
partment continue such efforts after the reorganization?

Answer. The Department of Commerce will remain actively involved in sustain-
able development and environmental issues, domestically as well as internationally.
These issues are relevant to the competitiveness of practically all sectors in the U.S.
industry.

Question. What unit within the Department would be involved in these activities?

Answer. The Department’s activities in these area will involve the resources of
several offices in the International Trade Administration’s (ITA) manufacturing and
services units. These would include, for example, ITA’s offices dealing with energy,
chemicals, metals and materials, and environmental technologies industries. In ad-
dition, the Department’s National Oceanic and Atmospheric Administration (NOAA)
will continue its active involvement in environmental issues and work closely with
ITA.

QUESTIONS SUBMITTED BY SENATOR BEN NIGHTHORSE CAMPBELL
NOAA/NIST BOULDER CAMPUS

Question. I understand that NOAA has proposed to construct a fence around the
NOAA/NIST facilities on South Broadway in Boulder. I have heard from a number
of residents in Boulder that are opposed to the fence because it would (a) be an eye-
sore; (b) bicycle and foot traffic which currently crosses the campus would be re-
stricted; and (c) the area surrounding the facilities is home to a wide variety of wild-
life. The impacts of a fence on the wildlife habitat has not been addressed.

What exactly is the nature of the security risk at this campus, what security
measures are currently in place, and what additional security gain can be achieved
with this fence given the assessed threats? Has DOC thoroughly examined other se-
curity measures short of a fence? Has DOC consulted with the City of Boulder and
local law enforcement authorities on other alternatives?

Is the entire site considered a high level security risk (Level 4) requiring all build-
ings and facilities to be enclosed by a fence? If not, why is the fence being proposed
around buildings and facilities that do not possess this level of risk?

Has DOC already decided that this fence is necessary? If so, who made this deci-
sion and what was the process by which it was made? Was a cost-benefit analysis
conducted? How much will the fence cost, what funds are identified to pay for it,
and what is the construction/installation timeline?

Are other federal facilities across the country required to install fences? If not,
why not? What is DOC’s legal position regarding the City of Boulder’s easement
across the site? Can this easement be superceded by the fence? How will the fence
provide the security envisioned if the City of Boulder refuses to allow the fence on
its easement?
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Answer. A task team, headed by the Department of Commerce’s Office of Security,
met in August 2003 to assess the security risk at the Boulder Labs facility. That
task team concluded that:

—The security risk will be mitigated with effective perimeter security.

—The most effective and cost-efficient perimeter security countermeasure based

on industry averages is the installation of a fence around the main facilities.

—A Boulder site task force should lead the design and coordination of the perim-

eter security solution.

A Boulder site task force was established under the leadership of the National In-
stitute for Standards and Technology (NIST) Boulder Lab Director, Zelda Bailey.
That task force continues to develop possible designs and options for the perimeter
security solution. No final decision regarding the design of the perimeter security
solution has been made. A creative design should effectively address the elements
of the security risk—criticality, vulnerability and threat—while also preserving val-
uable attributes such as easements, protected areas, bike paths and open areas. The
final design will likely combine several security options to provide a measured re-
sponse to the security risk.

In a meeting on February 26, 2004, between officials of the City of Boulder and
the Department of Commerce, it was agreed that a representative from the City
would be added to the task force, to ensure that local interests are considered. We
are confident that we will be able to develop a final solution that will address the
interests of both the City of Boulder and the Department of Commerce in providing
a safe and secure working environment for our employees.

QUESTIONS SUBMITTED BY SENATOR ERNEST F. HOLLINGS
PUBLIC TELECOMMUNICATIONS FACILITIES PROGRAM

Question. Secretary Evans, the Public Telecommunications Facilities Program,
which is a longstanding part of the public television funding picture, plays a critical
role in public television’s federally mandated digital conversion. PTFP is a relatively
small investment that is paying tremendous dividends by unleashing millions of dol-
lars in new services and products. Despite this, the President’s fiscal year 2005
budget proposal terminates this critical program. What was the Department’s re-
quest to OMB with regard to this program?

Answer. The Department’s request to OMB eliminated funding for PTFP and pro-
posed to continue funding of the digital conversion of public television through fund-
ing already available from the Corporation for Public Broadcasting.

Question. Secretary Evans, there is no doubt that we are in fiscal crisis at the
moment—we face a deficit and we are at war. However, a strong Nation depends
on strong infrastructure. PTFP is critical to the well being of our public broad-
casting infrastructure—the only broadcast medium that reaches virtually every
household in the United States.

We discussed at length during the hearing the loss of jobs and the exporting of
critical manufacturing jobs in particular to other Nations. You stated that those
workers can be trained in new areas and for new industries. One proven entity in
the area of education, including adult education, is public television.

Why is the Administration cutting a program like PTFP that is so vital to the
daily work of public television, especially at a time when public television’s role in
adult education and workforce skills has never been more vital?

Answer. The Administration appreciates public television’s contribution to edu-
cation, especially adult education. The Administration believes, however, that dur-
ing this period of steady economic growth, public broadcasting’s equipment needs
can be met more efficiently through the funding already available through the Cor-
poration for Public Broadcasting.

QUESTIONS SUBMITTED BY SENATOR DANIEL K. INOUYE
CLIMATE CHANGE PROGRAMS

Question. The President launched his U.S. Climate Change Research Initiative in
June of 2001 to improve the integration of science with policy and management de-
cisions. The President’s budget claims that $23.7 million in new funds will be de-
voted to climate research in order to expand climate observing capabilities. How-
ever, the budget also calls for more than $11 million in cuts to the existing climate
anl()l lglobal change programs that currently provide these very climate observing ca-
pabilities.
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I would appreciate receiving a breakdown of the reductions and increases of all
climate specific programs within the National Oceanic and Atmospheric Administra-
tion (NOAA). Does the budget request actually call for $23.7 million in new funding,
or will this “increased funding” come at the expense of programs?

Answer. The $23.7 million increase for climate research relative to the fiscal year
2005 base funding in the Climate Change Research Initiative activities has been re-
allocated from lower priority activities. It is being partially offset by reductions that
were taken from to Climate and Global Change, NOAA’s National Environmental,
Data, and Information Service (NESDIS) Environmental Data Systems Moderniza-
tion program, and other internal programs, which includes $1 million from the base-
line observatories as well as reductions from the weather-climate connection.

Funding has been directed towards activities that will contribute to reducing sci-
entific uncertainty in three key areas identified in the Climate Change Science Stra-
tegic Plan: (1) aerosols-climate interaction; (2) ocean climate observations; and (3)
carbon sources and sinks.

OAR CLIMATE PROGRAM BUDGET SUMMARY

[In millions of dollars]

Budget Summary Total

Laboratories & Joint Institutes +623

Climate & Global Change —9,152
Climate Obs. & Services:

Other Programs —1,870

CCRI +23,735

NESDIS-EDSM —2,191

Total 11,145

Question. I would also appreciate receiving a geographically specific breakdown of
the research and observation projects in the President’s fiscal year 2005 climate
budget for the Pacific Ocean.

Answer. Tropical Atmosphere Ocean (TAO) array: $2.6 million funded through
NOAA Research. The array provides real-time data from moored ocean buoys for im-
proved detection, understanding and prediction of El Nino and La Nina. The Japan
Marine Science and Technology Center, in Yolsutia, Japan, operates the western
TRITON portion of the array. NOAA Research’s Pacific Marine Environmental Lab-
oratory in Seattle operates the eastern TAO portion of the array.

Pacific Regional Integrated Sciences and Assessment (RISA) Program: about $0.15
million funded through the NOAA Research Climate & Global Change and Climate
Observations & Services budget lines. The program assists fisheries, agriculture,
and tourism in enhancing resilience in the face of climate-related extreme events,
such as droughts, floods, and hurricanes. The Pacific RISA is operated out of the
East-West Center in Honolulu, HI.

Mauna Loa and Samoa Baseline Observatories: $2.0 million funded through the
NOAA Research Climate Observations & Services budget line. The baseline observ-
atories provide valuable time series data on various atmospheric and solar radiation
measurements that are critical to NOAA’s monitoring of climate. The observatories,
though located in the South Pacific, are operated by NOAA Research’s Climate Mon-
itoring and Diagnostics Laboratory in Boulder.

North Pacific Climate Regimes and Ecosystem Productivity: $2.0 million funded
through the National Marine Fisheries Service. A growing component of NOAA’s cli-
mate program, this Climate and Ecosystems project seeks to link NOAA climate in-
formation with NOAA models, observations and new ecosystem indicators, resulting
in better resource management by NOAA. These efforts will include projections of
the status of living marine resources under future climate scenarios. This project
is operated out of the NOAA/NMFS Alaska Fisheries Science Center in Seattle.

University of Hawaii Sea Level Center (UHSLC): about $0.5 million funded
through the NOAA Research Climate Observations & Services budget line. The Cen-
ter is operated out of the University of Hawaii/NOAA Joint Institute for Marine and
Atmospheric Research (JIMAR) within the School of Ocean and Earth Science and
Technology (SOEST). The UHSLC operates 37 tide gauge stations in the global sea
level network and collaborates with host countries in the operation of 7 more sta-
tions. The measurements are used for the evaluation of numerical models (e.g.,
those in operation at the National Centers for Environmental Prediction (NCEP),
joint analyses with satellite altimeter datasets, the calibration of altimeter data, the
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production of oceanographic products through the World Meteorological Organiza-
tion Sea Level Program in the Pacific (SLP-Pac) program, and research on inter-an-
nual to decadal climate fluctuations.

Question. Is the Commerce Department researching the economic impacts of cli-
mate change on Pacific island and Pacific Rim Nations? Do you believe that the re-
search effort commensurate with the economic stakes of climate change in the Pa-
cific region?

Answer. The Department of Commerce is working to better understand the eco-
nomic impacts of climate change and helping to manage climate risks for the Pacific
Islands. The following are some examples of the Department’s efforts. In a recent
press release, VADM Conrad C. Lautenbacher, Under Secretary for Oceans and At-
mosphere and NOAA Administrator recognized the dependence of Pacific island
economies on accurate climate information. He stated that, “Understanding and ef-
fectively responding to changes in climate are critical elements of planning and eco-
nomic development in Hawaii and other Pacific Islands. Their economies are de-
pendent on climate-sensitive sectors like agriculture, tourism and fisheries, and the
reg}on is home to some of the world’s most valuable marine resources such as coral
reefs.”

The press release highlights a new program that begins development of climate
services for the Pacific Islands. NOAA’s Office of Global Programs recently awarded
a three-year grant of $535,487 to the East-West Center in Honolulu, Hawaii, an
educational and research organization, for a project entitled “Managing Climate
Risks in the Pacific: A Pacific Islands Regional Integrated Sciences and Assessment
(Pacific RISA) Program.”

The Pacific RISA program assists key economic sectors (e.g. fisheries, agriculture,
and tourism) in enhancing their resilience in the face of climate-related extreme
events such as droughts, floods, and hurricanes. The project represents a significant
step towards the creation of a new program of climate information services designed
to meet the needs of decision makers and policy officials in the American Flag Pa-
cific Islands (Hawaii, American Samoa, Guam, Commonwealth of the Northern Mar-
iana Islands) and the United States-Affiliated Pacific Islands of the Federated
Sta{tes of Micronesia, the Republic of the Marshall Islands and the Republic of
Palau.

NOAA’s Coastal Services Center is complementing the work of the Pacific RISA
with a climate assessment outreach and education program.

NOAA has also supported studies of the socio-economic impacts of El Nifio events
in the Pacific through the work of the Pacific ENSO Applications Center and related
socio-economic research funded through NOAA’s Office of Global Programs.

Through these types of research efforts, NOAA’s expansion and development of
climate services in the Pacific Islands is working to address the rising economic
stakes of climate change in the Pacific region.

INTERNATIONAL TRAVEL TO THE UNITED STATES

Question. International travel to the United States is a vital component of our Na-
tion’s economy. International visitors account for one million jobs and $83 billion in
spending annually. Visitation levels have declined by some twenty percent during
the past two years. U.S. market share of global travel had already been declining
since 1998 and was only exacerbated by the September 11, 2001, terrorist attacks.
Since September 11, many necessary changes have been made to make U.S. ports
of entry safe and secure, but little or no measures have been taken to reach out
to legitimate International travelers.

Although the World Travel and Tourism Council recently predicted that tourism
to the United States will rise in 2004, the Council warned that relying on excellent
products and service alone will not be sufficient to guarantee the future growth of
tourism to the United States. To remain competitive, the Council recommended that
we be proactive and work with government authorities to ensure that our tourism
industry is protected and nurtured.

What steps are being taken by your department to reach out to International
travelers and work with government authorities to encourage travel to the United
States? What do you believe the federal role should be in promoting travel to the
United States?

Answer. The Department is launching a $6 million promotional campaign in the
United Kingdom, our largest overseas market to increase market share. We are
working with the Department of Homeland Security and the Department of State
to encourage the development of visa policies and travel security systems that facili-
tate travel while providing for the safety of the traveler and security for our Nation.
I believe that the role of the federal government is three fold: (1) to assist in ensur-
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ing competitiveness in this sector; (2) to measure the industry through collection
and dissemination of statistical data on the volume, flow and characteristics of trav-
elers, through assessments on the economic benefits and impact of travel and tour-
ism industries on the U.S. economy, and through production of the balance of trade
in travel and tourism; and (3) to advocate for the United States’ tourism interests
in International service sector trade agreements and represent the U.S. tourism pol-
icy positions in International tourism development and intergovernmental fora.

Question. The Visa Waiver Program allows International travelers to visit the
United States for up to 90 days without going through the time consuming and
often costly process of obtaining a nonimmigrant visitor visa. There are currently
27 countries in the program. Current rules require that by October, 2004, Inter-
national visitors entering the United States on the Visa Waiver Program possess a
machine-readable passport. In addition, all Visa Waiver countries must certify that
the new passports they are issuing contain biometric identifiers, to help ensure that
the person seeking entry into the United States is the same person documented in
the passport.

There is great concern in the visitor industry that only a few of the 27 Visa Waiv-
er countries will be able to meet the October, 2004, deadline, and that this will re-
sult in major disruptions in inbound travel to the United States from key markets
in Europe and Asia.

Do you have any suggestions on how we can encourage foreign countries to ex-
pend the resources necessary to produce passports in compliance with U.S. require-
ments for the Visa Waiver Program?

Answer. The issue, I believe, is not a lack of willingness by Visa Waiver Program
countries to comply by the October, 2004 deadline, but their ability to do so. Legis-
lated requirements specify that the biometric passport identifiers must meet Inter-
national Civil Aviation Association standards. These standards were not established
until May of 2003. Therefore, technologies are not yet fully developed. The United
1States will also not issue passports that meet these standards by the current dead-
ine.

Sixty-five percent of our overseas visitors come from Visa Waiver Program (VWP)
countries. All but two VWP countries have indicated to the Department of State
that they will not be able to meet the deadline. If nothing is done to alter the situa-
tion, the Department of State estimates that there will be approximately five million
additional visa applicants, of which they have the capacity to process only six per-
cent, which may create substantial disruptions in travel to the United States. Eco-
nomic losses across sectors could be substantial, and our relationships with our al-
lies could be damaged.

A legislative remedy is the only option to postpone this deadline. Should a legisla-
tive postponement be approved, the Department of Homeland Security and the De-
partment of State could provide for safety and security in keeping with the intent
of the legislation through existing biometric systems to ensure that travel docu-
ments and visitors match. During this period, the United States could work with
other Nations to establish agreement on interoperable systems to produce and read
passports with biometric identifiers.

QUESTIONS SUBMITTED BY SENATOR PATRICK J. LEAHY
MANUFACTURING EXTENSION PARTNERSHIP

Question. With last week’s announcement that MEP will be eligible to apply for
EDA funds, I am greatly concerned that we are nearly half way through the fiscal
year and it is still unclear how the program will be funded and re-competed. Will
there be funds set aside for MEP Centers to compete for? Will each MEP Center
be responsible for applying for these funds? How will this help “leverage” the lim-
ited funds available to MEP in fiscal year 2004?

Answer. EDA is ready, willing and able to assist eligible MEP Centers with re-
sources as NIST develops its plans for the MEP going forward. Secretary Evans has
directed EDA to focus its remaining fiscal year 2004 Economic Adjustment program
funds on manufacturing-related communities and initiatives. EDA will welcome
MEP Centers to apply for EDA funds. These EDA funds will augment funds pro-
vided to the MEP from NIST and will be focused on highest performing Centers.
These funds will be administered in accordance with EDA’s competitive grant pro-
gram guidelines. In addition, EDA staff is prepared to work with MEPs in devel-
oping EDA applications in order to make the process as streamlined as possible.

Question. Given the immediate need for MEP services, what other mechanisms
would the Administration consider to increase MEP funding in fiscal year 2004 and
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2005, so small manufacturers can continue to receive the assistance they so des-
perately need?

Answer. We are doing all we can to make sure that the MEP centers are fully
aware of any funding opportunities that may exist across the Federal government.
We have identified some possible sources already and are in discussions with others
to determine if there are additional opportunities for MEP centers to compete for
available funding from other Federal programs that support U.S. manufacturing.
Also, MEP has considered foundation-type funding which is typically raised as prin-
cipal to be kept intact, while the earnings from the principal are used to capitalize
activities. For MEP to develop a steady stream of funding of any significance to sub-
stitute for some of the Federal funding, the foundation would need to be capitalized
at $400 to $500 million. Otherwise, the capital would be rapidly depleted and the
foundation would need to be in a continuous fundraising mode. However, the actual
level of funding that could be generated would depend in large part on the support
of Administration officials, Congress, and industry leaders. This is particularly true
given these tight economic times during which it will be even more difficult to gar-
ner significant contributions.

Question. Why “improve” MEP and cut its budget when we clearly see its effec-
tiveness in building stronger companies that retain high-skill, high-pay American
Evork?ers and repay our relatively small federal investment with a healthier tax

ase?

Answer. Budget constraints have forced the Administration to make some tough
budget decisions this year. The fiscal year 2005 budget request reflects the Adminis-
tration’s policy and funding priorities to address the Nation’s most pressing needs.
Support for MEP is maintained at the fiscal year 2004 enacted level.

Question. The manufacturing strategy, budget documents, and comments by Com-
merce officials suggest ITA and other federal agencies can take over functions of
MEP. Do you really think that Trade experts can discuss, sell, and deliver the tech-
nical engineering services that MEP provides to manufacturers?

Answer. It makes sense for all bureaus in the Department engaged in improving
our Nation’s manufacturing to work together. The MEP and ITA programs are com-
plementary, and MEP and ITA staff are working together to increase coordination.
This coordination will link the technical and business staff employed by the MEP
centers located around the country with ITA trade promotion specialists who are
\évorkﬁng with ITA on behalf of the future Assistant Secretary for Manufacturing and

ervices.

ITA has experts with in-depth knowledge of and connections with various sectors
of industry including the automotive, textiles and apparel, energy, aerospace, ma-
chinery, metals, and microelectronics, industries.

The direct teaming of MEP field agents with the ITA sector experts will make the
program a more effective National resource to help small manufacturers compete
and succeed in the global marketplace.

MEP and EDA are also exploring mutual opportunities to coordinate their support
of small manufacturers through the local economic development infrastructure.

Question. In the manufacturing strategy, you suggest that savings can be found
by enhanced partnering. Yet OMB’s PART analysis gives MEP high marks for col-
laboration. Tell me how you plan to get significant savings from synergies they have
already accomplished.

Answer. The principal purpose of effective partnering is to better serve America’s
manufacturers and provide them with the wide range of assistance that the Federal
government can provide through its many assistance and support activities. Al-
though the MEP is performing well it still had room for improvements. Efforts are
being made to expand on existing partnerships and enhance the benefit to MEP par-
ticipants.

Question. How will you ensure that small manufacturers will continue to receive
the services they need when your “improvements” will actually cut the availability
of MEP services?

Answer. The MEP program will continue to serve as many manufacturers as pos-
sible and will continue to explore every avenue possible to find new and innovative
ways to maximize whatever level of Federal investment is made in this program.
Improving the effectiveness and efficiency of the MEP National manufacturing net-
work is the primary goal. In addition to the MEP program, NIST laboratories also
support manufacturers both large and small by providing the measurements and
standards needed to improve quality, productivity, and reduce manufacturing costs.
The NIST Advanced Technology Program (ATP) has provided cost-sharing support
of improved manufacturing in many U.S. industries. NIST laboratories provide cali-
bration standards that ensure quality of manufactured products and improve effi-
ciencies. The NIST fiscal year 2005 budget proposal includes a request for budget
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increases to support advances in manufacturing. The work proposed in the fiscal
year 2005 budget initiative will help overcome technical barriers facing U.S. indus-
try that will enable it to thrive in nano-manufacturing, particularly in the key areas
of electronics and semiconductor manufacturing, and advanced medical technologies.
It will also promote access to global markets by ensuring that the measurements
and standards that U.S. manufacturers rely upon are internationally accepted.

Question. Has the Department of Commerce done any studies to determine what
impact re-competing the entire MEP network would have on its ability to serve
small manufacturers?

Answer. The series of manufacturing round tables conducted over the past year,
while not specifically focusing on the MEP, gave the Administration a real sense of
what manufacturers want and need. There has not been a formal study of the pos-
sible impact of a re-competition, but such a competition is expected to result in ex-
cellent service to small manufacturers in the region served by the selected centers.

Question. One of the strengths of MEP is its partnership with state governments
and local service providers. Have the state agencies and other partners been in-
formed of your re-competition plans and will they continue to provide roughly a
third of the funding support to the MEP system?

Answer. Additionally, the MEP Director has had preliminary discussions with the
Centers about the impacts of the funding level. Those Centers with agreements that
are expiring have been informed that their renewals will be on a month-to-month
basis. Until the individual Centers give us specific information, it is hard to deter-
mine which states will continue to provide a third of the funding support to the
MEP system.

Question. Do you really want to hamstring this program by pushing each and
every Center to spend its time developing a proposal during a time of urgent need
for this type of hands-on assistance for our small manufacturers?

Answer. For fiscal year 2004, MEP is exploring the options for providing some
funding to all Centers in the network through the end of the fiscal year.

Question. Many groups, such as Harvard’s Kennedy School, the National Academy
of Public Administration, NAM and National business publications commend the
program for its effectiveness and efficiency. Doesn’t it make better sense to re-com-
pete only those Centers that do not meet minimum performance standards? Why
should we consider re-competition for a system that is not broken?

Answer. The vast majority of MEP centers perform admirably, so only isolating
those few relatively poorer performers recognizes no significant cost savings. Each
of those few, poorer performers have been addressing their weaknesses.

NATIONAL SEA GRANT PROGRAM

Question. In the President’s request for the National Sea Grant Program, how
much of the funding would be allocated to new programs? If we set a goal of bring-
ing all the programs up to $1.2 million in base funding a year in $250,000 incre-
ments over the next several fiscal years, how much additional funding would be
needed in fiscal year 2005 and which Sea Grant programs would receive funds to
increase their base level?

Answer. The fiscal year 2005 President’s Budget request includes $57.5 million for
Sea Grant, this amount does not include any funding for new programs. The Na-
tional Sea Grant program currently funds 30 established college and institutional
programs and 4 developing institutional programs. Of these 34 programs, 19 cur-
rently have a base funding level of less than $1,200,000. The Sea Grant Program
authorization requires that amounts appropriated over the fiscal year 2003 level be
allocated by merit and competition. To bring these 19 programs up to $1.2 million
in base funding in $250,000 increments over the next five years would cost a total
of $7,723,000 and would require additional funding in the amount of $3,759,000 in
fiscal year 2005, the first year:

Year Amount
1st Year $3,759,000
2nd Year 2,041,000
3rd Year 1,000,000
Ath Year 723,000
5th Year 200,000

The 19 Sea Grant colleges, institutions, and developing institutions that currently
have a base funding level of less than $1,200,000 would receive the additional funds.
These programs are: Connecticut, Delaware, Georgia, Illinois/Indiana, Maine, Michi-
gan, Minnesota, Mississippi/Alabama, New Hampshire, New Jersey, Ohio, Puerto
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Rico, South Carolina, California (University of S. California), Massachusetts (Woods
Hole Oceanographic Institution), Vermont, Pennsylvania, Guam, and Western Pa-
cific.

QUESTIONS SUBMITTED BY SENATOR HERB KOHL
MEP FUNDING AND RECOMPETITION

Question. Mr. Secretary, in addition to the drastic cuts to the MEP program, it
appears only $29.6 million or 75 percent of the funding is going directly to grants
to help small and medium sized manufacturers. The remaining $10 million is going
to administration. When the MEP centers were funded at $106.5 million, $90 mil-
lion or 85 percent of the funding was directed to MEP programs.

It appears that there is a loss of efficiency coinciding with cuts: When the pro-
gram was funded at $106.5 million, administrative costs were $16.5 million, as op-
posed to $10 million in administrative costs for a $39.6 million program. Can you
provide me a breakdown on where the requested funding will be directed?

Answer. By the end of fiscal year 2004, MEP staff will be reduced by 24 positions,
from 51 to 27 while maintaining its function of overseeing the National manufac-
turing network. In addition, NIST institutional support activities previously sup-
ported by MEP will also be reduced, including an institutional support staff reduc-
tion of an additional 24 positions by the end of fiscal year 2004 (from 38 to 14).
These staff reductions are expected to be accomplished through a combination of
resignations, Voluntary Early Retirement Authority (VERA), buyouts, and Reduc-
tion-In Force (RIF). Remaining MEP staff will focus on center operations and center
support. Center operations will focus on stewardship issues, such as panel and an-
nual reviews, cost share approvals, and other compliance-related issues. This unit
will also conduct a more limited level of program data collection and program eval-
uation. Staff conducting center support will focus on essential system-level func-
tions, National accounts, partnership development, and a minimal manufacturing
research component. All product development, marketing support, and most IT sup-
port will be discontinued. Manufacturing research, center and client impact evalua-
tion, corporate university training of the system, and National sales are all being
significantly scaled back.

Question. In my state of Wisconsin, we lost 13,000 manufacturing jobs last year
and, just last week, two more Milwaukee companies announced plans to send jobs
overseas. We must fund initiatives that yield tangible results now, programs that
help small- and medium-sized manufacturing firms, boosting productivity and in-
creasing competitiveness as these firms face increasing pressure from global mar-
kets. We need to fund programs like MEP. Through MEP efforts, more than 35,000
manufacturing jobs were created or retained during the last fiscal year. MEP was
recently selected by Harvard’s Institute of Government Innovation as one of the Na-
tion’s “most creative, forward thinking, results-driven government program.” MEP
has also just been named one of the 100 best resources for small businesses under
the category of Operations by the BIZBEST 100 publication.

MEP has worked, and worked well due to its decentralized but well coordinated
networks. Offices are conveniently located such that business owners can take ad-
vantage of services without drastically increasing precious time away from their
business. The local nature of the offices allows for flexibility and an ability to re-
spond quickly to changing needs in different communities.

I understand the Commerce Department is about to launch a major recompetition
of the entire MEP program at a time when this program is sorely needed. I am con-
cerned that a national recompete could bring serious harm to this critical program.
In the interest of saving time, energy, and scarce resources, is it necessary that the
recompete occur across all 400 MEP offices? Why not just focus on those centers
that have not lived up to expectations? Should a nationwide recompete go forward,
is it expected that MEP will continue to have a physical presence in all 50 states?

Answer. Maintaining the National manufacturing network is a priority. Just as
the 21st Century manufacturing needs are continuing to evolve, a recompetition of
the network will allow MEP to effectively meet those new challenges with whatever
funding levels Congress provides. Understanding the possible effect of a recompeti-
tion upon the Centers, for fiscal year 2004, MEP is exploring options for providing
funding to all Centers in the network through the end of the fiscal year.

JOB LOSSES IN WISCONSIN

Question. Most of the job losses in my state have been experienced in small- and
medium-sized enterprises. Nationally, small- and medium-sized manufacturers ac-
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count for 68 percent of all manufacturing jobs. These firms are the best source for
manufacturing job creation—and these are good jobs—and these firms are far less
likely to outsource jobs. I have heard from many constituents who are concerned
that the Administration is focusing its efforts on large firms, leaving small- and me-
dium-sized firms behind.

There is a tension here between small and medium-sized manufacturers and large
manufacturers. For example, there are well-respected critics of the “Manufacturing
in America” report who say that this plan does not substantially make a difference
for small and medium-sized firms. Do you agree that you have had to balance the
interests of these two groups as you pursue initiatives to respond to the crisis facing
our manufacturing sector?

Answer. From the very beginning of the Manufacturing Initiative through today,
the Department of Commerce has kept the interests of small- and medium-sized
manufacturers (SMMs) foremost in developing policy recommendations for the chal-
lenges confronting U.S. manufacturing.

As you may be aware, as an initial step, we organized roundtable outreach meet-
ings to hear directly from U.S. manufacturers and manufacturing workers. The
manufacturers attending these open meetings represented a broad mix of small- and
medium-sized manufacturers, as well as minority-owned and women-owned enter-
prises. During these two-hour meetings, we had in-depth conversations with many
such manufacturers and workers about their particular challenges and issues as dis-
tinct from larger manufacturers. In addition, as we developed the list of panelists
for these roundtables, we took great care to balance the panel members by size of
companies and manufacturing sectors. A majority of the panels were formed by
SMMs.

The views of SMMs are strongly represented in the “Manufacturing in America”
report we developed. Chapter Two of this report is representative of the detailed
input we received from SMMs as well as larger companies. The discussion of issues
is representative of the diversity in sectors, size of companies and regions.

The recommendations that we put forward in Chapter Three of our report con-
tinue this commitment. For example, we are creating an advocate for U.S. manufac-
turers in the Department of Commerce who can ensure that the voices of SMMs are
reflected in USG policy-making. Moreover, we created a Manufacturing Council on
April 4, 2004, which will be representative of small-, medium- and large-manufac-
turers. The Chairman and Vice Chairman have been selected, appointed, and an-
nounced. We anticipate completing selection and appointment of the members the
week of May 24, 2004, or shortly thereafter. We expect to hold the inaugural meet-
ing of the Council by the end of June. We hope this important body representing
the interests of manufacturers institutionally in U.S. policy-making will enjoy lon-
gevity and maintain an established voice particularly for SMMs. Many other rec-
ommendations in the report are also of particular benefit to SMMs. For example,
tax relief will be particularly helpful for our SMMs that operate as S-corporations
and partnerships. Also, the establishment of Association Health Plans will afford
small manufacturers greater leverage in negotiating the cost of health insurance
with providers.

Two programs of particular benefit to SMMs are the Small Business Innovation
Research (SBIR) and the Small Business Technology Transfer (SBTT). We call at-
tention to these programs and recommend that SBIR and SBTT place a higher pri-
ority on manufacturing R&D topics that would greatly leverage innovation in
SMMs. We also focus on the MEP program and recommend ways in which that pro-
gram can deliver greater benefits to SMMs by strengthening partnerships with
other government programs.

An owner of a small manufacturing company told us at our Milwaukee, Wisconsin
roundtable that he, like other SMMs, does not have the resources to hire the law-
yers to bring forward a dumping/countervailing duty case. Pursuant to the manufac-
turing initiative, we have created at the Department of Commerce an Unfair Trade
Practices Task Force within the Import Administration. This team will take on the
burden of proactively seeking out and addressing unfair trade practices. To help
SMMs identify potential customers, we are also developing a Global Supply Chain
Initiative. Through this initiative, we will help SMMs expand their reach and iden-
tify new customers they may not otherwise be aware of.

As you can see, we focused significantly on the needs of small- and medium-sized
manufacturers and will continue to bring resources to bear on their needs and chal-
lenges. I look forward to continuing this dialogue with you on such an important
matter.
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NEW ASSISTANT SECRETARY OF MANUFACTURING

Question. While I have praised the Administration’s efforts to organize a Presi-
dent’s Manufacturing Council and appoint a new Assistant Secretary of Manufac-
turing, I am concerned that is taking so long to get these efforts off the ground.
These initiatives were announced last September and I understand your staff has
said not to expect anything before June—at the earliest. My constituents are under-
standably skeptical.

Given the problems already facing the new Assistant Secretary of Manufacturing
and the expected lag time, are there plans to place MEP under the jurisdiction of
the Assistant Secretary of Manufacturing?

Answer. There are synergies between ITA and MEP that we should use to provide
better support to MEP’s private sector clients. MEP and ITA staff are already work-
ing together to increase coordination. For example, our sectoral experts in the new
Manufacturing and Services unit will benefit from enhanced coordination with
NIST’s technical experts. Similarly, our Commercial Service staff across the United
States can help in marketing MEP’s programs to the business community, particu-
larly small and medium-sized business.

PATENT AND TRADE COMPLAINTS AND BACKLOG

Question. 1 have had complaints from constituents about the backlog of manufac-
turers’ complaints in both the Patent Office and the International Trade Adminis-
tration concerning both patents and trade violations. We have heard stories from
constituents regarding American manufactured products that have been copied,
sometimes down to a stamped company emblem, and then produced overseas, un-
dercutting the price of the original American producer. What is the Department
doing to respond to these complaints? How soon can we expect reductions in the cur-
rent backlog?

Answer. The USPTO supports ITA in providing expert advice on trade dispute
matters. Trade disputes are principally handled within ITA itself. The USPTO also
responds proactively to trade issues through support of bilateral efforts undertaken
by ITA, USTR, Customs, USDOJ, State and other agencies involved in IPR matters.
We also provide support to training programs, which are intended to support foreign
government’s efforts to achieve WTO compliance. Through our participation in the
National Intellectual Property Law Enforcement Coordination Council, we provide
guidance on law enforcement matters involving intellectual property issues, includ-
ing encouraging enhanced criminal enforcement. In certain instances, piracy and
counterfeiting issues are attributable in part to delays and procedures by foreign
patent and trademark offices themselves. Through office-to-office discussions as well
as meetings in multilateral fora, such as the World Intellectual Property Organiza-
tion, APEC/Intellectual Property Experts Group, and the United Nations Economic
Commission for Europe, the USPTO encourages additional compliance with Inter-
national standards.

QUESTIONS SUBMITTED BY SENATOR ROBERT C. BYRD
EMERGENCY STEEL GUARANTEE LOAN PROGRAM

Question. President Bush’s fiscal year 2005 budget proposes to rescind $35 million
from the Emergency Steel Guarantee Loan Program. This rescission will effectively
kill the program, despite the fact that Congress has extended the program for two
more years, through December 31, 2005. In recent testimony before the Senate
Budget Committee, OMB Director Bolten stated that the Department of Commerce
was “not planning to pursue rescissions from the steel loan guarantee fund.” How
does the Department reconcile this statement with the proposed rescission contained
in the President’s fiscal year 2005 budget? How does the President reconcile this
statement with its numerous prior pledges to support the U.S. steel industry?

Answer. The Administration has supported a number of initiatives that have
strengthened the steel industry, and will continue to do so. The statement of Direc-
tor Bolten, to which you refer was made with regard to a rescission contained in
the fiscal year 2004 omnibus appropriations bill. For fiscal year 2005, the Adminis-
tration has proposed to fund the Emergency Steel Loan Guarantee Program
(ESLGP) at a level of $17 million. Enactment of the Administration’s proposal would
provide sufficient money in the ESLGP’s account to accommodate current and an-
ticipated demand while also permitting funds to be utilized for other priorities. Nev-
ertheless, we remain concerned regarding the effectiveness of the ESLGP. There has
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been a very low level of utilization of the program; during its existence, only three
loans have closed with the benefit of a guarantee, and one of those has defaulted.

WTO RULING ON CONTINUED DUMPING AND SUBSIDY OFFSET ACT

Question. Congress included language in the fiscal year 2004 omnibus appropria-
tions bill, which directs the Administration to negotiate a solution to the World
Trade Organization’s (WTO) ruling against the Continued Dumping and Subsidy
Offset Act. When will the United States present its negotiating position on this mat-
ter to the WTO? In report language accompanying the fiscal year 2004 omnibus ap-
propriations bill, Congress directed the Administration to report to the Senate Ap-
propriations Committee every 60 days on the progress of these negotiations. Given
the Congressional directive to negotiate a solution to this matter, what is the Ad-
ministration doing to initiate these negotiations? Can you confirm that the first up-
date will be provided to the Appropriations Committee 60 days from enactment of
the omnibus appropriations bill, which would be on or about March 23, 2004?

Answer. The Administration has defended the Continued Dumping and Subsidy
Offset Act of 2000 (CDSOA) throughout a long WTO dispute settlement process. The
Administration has raised this issue in the context of the WTO’s ongoing Doha
Round of multilateral trade negotiations. Within WTO Rules Negotiations Group,
we have raised the issue of WI'O member’s authority to distribute Anti-Dumping
and Countervailing Duties. Consultations with the Congress on these and other
trade negotiations are led by the Office of the U.S. Trade Representative and are
ongoing.

As required in Senate Report language, the Department of Commerce and the Of-
fice of the U.S. Trade Representative are consulting for the purpose of ensuring
proper implementation of the requirements of U.S. law regarding negotiations over
the distribution of antidumping and countervailing duties. The Administration in-
tends to comply with all such requirements, including reporting requirements. The
Administration will complete these consultations as soon as possible and will con-
tinue to work to advance Congressional objectives in the Doha Round negotiations.

SECTION 201 DUTIES AND STEEL IMPORTS

Question. It is my understanding that the U.S. Commerce Department is consid-
ering whether to adopt a policy that would deduct import duties imposed under Sec-
tion 201-203 of the Trade Act of 1974 (“Section 201 duties”) from the U.S. price that
is calculated in determining the margin of dumping in U.S. antidumping cases.

This is an important issue that is critical to the future of many U.S. companies
and workers who rely on the effective enforcement of the U.S. trade laws. Several
of my constituents and other interested parties submitted comments to the U.S.
Commerce Department in support of this deduction of 201 duties last year. I under-
stand that Commerce currently has a large number of administrative reviews pend-
ing in which this issue has been raised.

Is there any additional information that would assist the Department in deciding
to endorse this policy of deducting 201 duties in antidumping duty cases? What will
be the first case in which the Department will deduct 201 duties when calculating
an antidumping duty margin?

Answer. On April 6, Import Administration announced its decision not to treat
safeguard tariffs (201 duties) as a cost in the dumping margin calculations.

The issue was raised in several cases, including the ongoing administrative review
of the antidumping duty order on stainless steel wire rod from South Korea. In this
case, the U.S. importer, whose price to an unaffiliated U.S. buyer was used to cal-
culate export price, was required to pay 201 duties. The petitioner argued that these
tariffs constituted a cost that should be deducted from the U.S. price.

In September 2003, the Department published a Federal Register notice request-
ing public comment on the treatment of 201 duties (and the related issue of whether
to deduct countervailing duties) in the antidumping duty calculations. The Depart-
ment received extensive comments from a variety of parties, including domestic pro-
ducers, U.S. importers, U.S. consumers, and foreign producers.

After fully and carefully reviewing the legal and policy questions involved in this
issue, the Department concluded that the U.S. antidumping law does not intend for
the deduction of safeguard tariffs from U.S. prices in calculating dumping margins.

Although the law clearly requires the deduction of normal import duties for dump-
ing calculations, the Department believes that safeguard tariffs cannot be consid-
ered import duties. These tariffs are imposed only under special circumstances for
the express purpose of providing relief from serious injury due to increased imports.
Deducting safeguard tariffs from the export price in calculating dumping margins
would effectively increase the safeguard remedy; in some cases providing a double



51

remedy. Further, it would create a situation where fairly traded imports could be-
come liable for antidumping duties simply due to the imposition of safeguard tariffs.

The Department’s decision on this issue is articulated in our Notice of Final Re-
sults of Administrative Review/Decision Memorandum, which may be found on Im-
port Administration’s website: www.ia.ita.doc.gov.

Question. On December 4, 2003, the White House Office of Communications
issued “The President’s Determination on Steel,” which stated that President Bush
“Is committed to America’s steel workers and to the health of our steel industry.”
It also stated that, “[s]teel import licensing, established when the safeguard meas-
ures were imposed, will continue to provide WTO-consistent data collection and
monitoring of steel imports. This will enable the Administration to quickly respond
to future import surges that could unfairly damage the industry.”

The President’s Proclamation of the same date similarly stated that “the licensing
and monitoring of imports of certain steel products remains in effect and shall not
terminate until the earlier of March 21, 2005, or such time as the Secretary of Com-
merce establishes a replacement program.”

Secretary Evans, you made several comments to the media on December 4, 2003,
regarding your commitment to the U.S. steel import monitoring and licensing sys-
tem and indicated that it would be expanded to include steel products that were not
subject to 201 tariffs and quotas. I want to be certain that you remain fully com-
mitted to this effort. Could you please advise me as to whether the Commerce De-
partment has a plan to expedite the adoption of these expanded regulations? Could
you also please advise me as to when the Commerce Department intends to request
public comment with respect to its new import monitoring and licensing system?
When would you estimate that it will be up and running? What assurances can you
provide that the system will be operational by that date?

Answer. The Commerce Department is continuing to monitor closely the imports
of those steel products for which the President implemented import relief pursuant
to Section 201, as well as general market conditions. As a result, accurate informa-
tion regarding such imports is being made available to the public on an expedited
basis. We have been meeting with representatives of the steel industry and other
stakeholders to get their input on improvements to the current system. The Admin-
istration is continuing to evaluate possible modifications to the current system and
will ensure that it remains an effective monitoring tool.

Question. The U.S. Commerce Department currently does not pursue trade rem-
edies under our countervailing duty law against non-market economies like China
even though: (1) the U.S. negotiated subsidy disciplines with China as part of its
accession to the WTO; (2) the United States has worked to see that China partici-
pates in the ongoing OECD steel subsidy negotiations; and (3) USTR reports various
agricultural industries are experiencing ongoing export subsidies by China. Can you
tell?me whether the Commerce Department is reexamining this issue? If not, why
not?

Answer. Commerce does not currently apply the CVD law to non-market econo-
mies, and this practice has been upheld in the courts in Georgetown Steel Corp. v.
United States. In that case, the court affirmed Commerce’s view of NME’s as devoid
of the kinds of market benchmarks necessary to identify a subsidy. Congress en-
acted substantial amendments to the CVD law in 1988 and 1994 without disturbing
Commerce’s practice in this area.

The Department recognizes that the reasoning underlying the Georgetown deci-
sion may not apply to China today to the extent that it did 20 years ago. However,
applying the CVD law to non-market economies would raise complex issues of policy
and methodology that the Department has not fully considered, including implica-
tions for antidumping policy and practice. Any such shift away from 20 years of
trade practice should therefore only be implemented after careful consideration and
review.

U.S. DUMPING LAWS

Question. Concerns exist about the adequacy of existing practices in administering
the U.S. antidumping duty law against imports from NMEs, but particularly China.
With the extraordinary trade deficit that the United States is running with China,
can you provide details of what changes in the administration of the U.S. dumping
law are being considered for NME cases and when the agency will be implementing
such changes?

Answer. The Department will be giving priority attention to issues related to
trade with China, which has been the object of a significant number of trade com-
plaints. In fact, during the last three years, we have initiated more antidumping in-
vestigations and issued more antidumping duty orders against products from China
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than any other country, more than twice as many as the next leading country. In
2003, more than 50 percent of all new antidumping orders put in place were against
China (8 of 15 total orders).

The Department will soon establish an office that will focus on cases involving
Chinese imports, further cultivating the expertise necessary to address the unique
problems encountered in that market.

We have developed practices that allow us to more rigorously examine requests
for new shipper reviews before initiation, and to continue to scrutinize eligibility for
the reviews after initiation. As a result of these practices, in 2003, we declined to
initiate approximately one-third of all new shipper requests, and we rescinded the
initiation of several new shipper reviews. We have also increased our scrutiny of
fraud and circumvention issues in the context of new shipper reviews. In addition,
we are working closely with U.S. Customs and Border Protection to ensure that ade-
quate financial security is provided in connection with merchandise imported during
new shipper reviews and that—if our initiation of a new shipper review is ulti-
mately rescinded—we will be able to require in appropriate cases that interest be
assessed on merchandise imported during the review.

Single DAS for AD/CVD Operations: By placing all antidumping and counter-
vailing duty case work under a single Deputy Assistant Secretary for Operations,
we will facilitate case specialization.

Unfair Trade Practices Team: A new Unfair Trade Practices team will report to
the DAS for Antidumping/Countervailing Duty Policy & Negotiations. This new unit
will strengthen the Department’s ability to advance U.S. trade policies and negotia-
tions and address the root causes of unfair trade.

Efforts to Address Possible Fraudulent Activity: We have been developing more
expertise within the Department on how to uncover potentially fraudulent activities,
and through the Bilateral Task Force with the Bureau of Customs and Border Pro-
tection and the Bureau of Immigration and Customs Enforcement, we are devel-
oping new procedures for sharing information that will help us identify problems
earlier and deal with them more effectively. For example, we now regularly request
samples of actual entry documentation from Customs to compare with the docu-
mentation submitted by the foreign respondent or obtained at verification to ensure
that the same documentation is provided to both agencies. We also conduct inde-
pendent research into the foreign respondent’s ownership, as well as the U.S. im-
porter’s ownership, to determine whether the information about affiliations is accu-
rately reported in the questionnaire responses.

SUBCOMMITTEE RECESS

Senator GREGG. This subcommittee will convene next Tuesday, to
hear from the Attorney General. We are recessed.

[Whereupon, at 11:19 a.m., Tuesday, March 2, the subcommittee
was recessed, to reconvene subject to the call of the Chair.]
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Senator GREGG. We will begin the hearing. It is my under-
standing that, unfortunately, Senator Hollings had a close friend
pass away and so he is not going to be able to be in attendance
today. No other members are planning to be here.

This hearing will have two panels. The first will involve the Fed-
eral Bureau of Investigation (FBI) Director and the second will in-
clude the Inspector General of the Department of Justice and also
two members of the GAO who have spent a considerable amount
of time working on issues that are related to national security and
counterterrorism and the Bureau specifically.

We very much appreciate your coming here today, Director, and
we congratulate you for the effort you have made and the successes
you have had. America has not been attacked since 9/11, almost 2
years, and that is an impressive record. In part, a lot of it is due
to the efforts of the FBI’s counterterrorism capabilities and your
focus on this issue. Having arrived a week before 9/11, you had a
lot on your plate very quickly and you have certainly tried to ad-
dress it in a very aggressive way.

The FBI has always been a law enforcement agency, a reaction
agency by definition, one which sees a crime and then solves it.
Yet, the role of the FBI has changed fundamentally. Instead of
being a reactionary agency, it is now a preemptive agency which
has to anticipate an event, find out when the event and who the
perpetrators of the event might be, and stop the event before it oc-
curs, which is extremely difficult. It involves counterterrorism and
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counterintelligence at a level that has never been exercised before
domestically, maybe during World War II, but certainly not at this
level.

So there has been a huge adjustment for the FBI and we all rec-
ognize that. This committee has tried to be of assistance as the FBI
has gone through the adjustment in changing the culture, changing
the structure, changing the technology, and we want to continue to
be of assistance.

But we do have concerns, which I know you are familiar with,
and today’s hearing is going to address the areas where those con-
cerns take priority. The first is the issue of the FBI adjusting from
being a police agency, a reactive agency, to being a proactive intel-
ligence agency and the change of the culture, whether or not the
manpower adjustments have resulted—have accomplished what
you thought. It is a concern of this committee that there are still
too many people who are only temporarily assigned to
counterterrorism who come out of different divisions of the FBI and
the numbers that you hope to meet haven’t yet been fulfilled in the
area of getting the Counterterrorism Division up and running.

The second area is the issue of technology, very serious issues
which we recognize with the operational aspects, especially bring-
ing online Trilogy. It is $200 million over budget right now. Unfor-
tunately, the hardware and the software do not appear to have
been made operable. We are also concerned about the delay, wheth-
er there is a plan for the future and enterprise architecture that
works, and also, obviously, the cost.

Trilogy is one area. Another area is the IAFIS interrelationship
with the IDENT program at the Department of Homeland Security
and the question of how people coming into the country are identi-
fied and whether the database that we paid for can be adequately
used by people coming into the country.

And the third major area is this issue of communications be-
tween different agencies which have responsibility for
counterterrorism, the relationship with Homeland Security, the re-
lationship with CIA, the relationship with the Defense Department.
The setting up of these various cross-agency initiatives and how
they are working and where they can be improved is a major con-
cern and has been for many years, long before 9/11, ironically, of
this committee.

I would, just for the sake of refreshing people’s recollection, and
I am sorry Senator Hollings isn’t here because he has been on this
committee now for over 30 years and he has overseen this agency,
the Bureau, for over 30 years and played a major role in trying to
get the issue of how we address the Justice Department question
of terrorism and fighting terrorism up and coming long before 9/11.
This committee was the initial energizer for trying to get an or-
chestrated approach toward fighting terrorism in the Justice De-
partment. We were resisted, regrettably, by the prior administra-
tion in that effort when we tried to set up the National Domestic
Preparedness Office (NDPO) and a number of other initiatives.

But the bottom line which we always were stressing was lack of
communication between various agencies and the inability of peo-
ple who have concerns, the first responders, to get the information
they need quickly. We continue to be concerned about that.
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With that as a background, Director, your statement will be
made part of the record. I would be happy to get your input and
then we can go on to questions.

Mr. MUELLER. Thank you, Mr. Chairman. I know you asked for
it and you will get a brief statement. I do want to start before giv-
ing my opening remarks, I do want to thank you for your leader-
ship in this committee, for the leadership of Senator Hollings and
for the strong support that you have accorded the FBI, certainly
during my tenure and even before that time.

I will tell you that the funding that you have committed to the
Bureau has been critical to our mission and to our efforts to trans-
form the FBI in the wake of September 11. As you have indicated,
our mission has changed dramatically since September 11 and our
budget figures reflect this change.

As you, I believe, have requested, I am going to focus on three
areas in my short remarks. I want to talk for a moment about
training, second, about management, and third, about information
technology.

TRAINING

Turning first to the training, for us to go through a period of
transformation such as we have and to continue to go through that
transformation, we need relevant and timely and effective training.
Since the terrorist attacks of September 11, the new agents’ cur-
riculum has been completely revised. Counterterrorism and coun-
terintelligence training is now woven into every facet of our new
agents’ training. Indeed, an additional week of training has been
added in order to accommodate the expanded curriculum.

Our counterterrorism modules now include financial investiga-
tive techniques, source development strategies, terrorist groups and
domestic terrorism. We have also developed a number of practical
problems that have greatly enhanced our counterterrorism train-
ing. For example, we have developed a white collar practical set of
problems focusing on terrorist fundraising. This enables new agent
trainees to experience one of the areas, means, and techniques of
idelllitifying and dismantling terrorist networks before they can
strike.

Of course, we also include practical problems where the trainees
must respond to terrorist events, such as an anthrax attack or an
attack involving a substance such as cyanide. In the past, our prac-
tical exercises have focused primarily on criminal applications,
such as bank robberies and kidnappings, and while these remain
an important part of our program, we have refocused our training
efforts to address our number one priority of protecting the United
States against a terrorist attack.

We also have expanded our legal instruction to include applica-
tion of the PATRIOT Act, the Attorney General guidelines, the For-
eign Intelligence Surveillance Act law, as well as the impact of the
Fourth and Fifth Amendments, particularly in the context of over-
seas investigations.

As well, we now provide cultural diversity training, including a
block of instruction on Middle Eastern culture and values to our
new agents.
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Working with our partners in the intelligence community, we
have developed a curriculum to provide relevant training for our
analysts. In fiscal year 2003, the FBI’s new College of Analytical
Studies provided training to 880 analysts during 89 analytical
training sessions, a substantial increase from the 193 analysts and
10 courses provided in fiscal year 2002.

And last, in the past year, working with the Kellogg School of
Management at Northwestern University, we educated our execu-
tive staff on the FBI’s intelligence mission, and to date, approxi-
mately 250 FBI executives and senior managers have received
management training at the Kellogg School.

MANAGEMENT

Let me turn to the second piece, and that is the questions and
concerns you have about the ability of the FBI to adapt to change.
The FBI has always risen to the challenge and adjusted to meet
the intelligence and law enforcement needs of the American people.
From organized crime to civil rights, from the savings and loan cri-
sis to espionage, from the war on drugs to the war on terror, the
men and women of the FBI have demonstrated the strength, dem-
onstrated the flexibility, and demonstrated the enthusiasm to get
the job done.

The September 11 terrorist attacks further defined the need for
the FBI to remain flexible, agile, and mobile in the face of the
threats to the homeland. As a result, we refocused our mission and
shifted priorities. We realigned our workforce to address our new
priorities. We restructured management responsibilities at head-
quarters. And we developed projects to re-engineer our internal
business practices and processes.

Mr. Chairman, the FBI's commitment to hard work, integrity,
and dedication to protecting the United States is precisely the at-
tribute a workforce needs to embrace and implement the trans-
formation demanded of it. This is especially true in today’s FBI,
where crimes as diverse as terrorism, corporate fraud, identity
theft, human trafficking, trafficking in illegal weapons, and money
laundering reach across global boundaries.

INFORMATION TECHNOLOGY

Last, let me return for a moment to the challenge of information
technology. As this subcommittee is well aware, providing appro-
priate training and workforce flexibility is only part of the solution.
Today, more than ever, the FBI’s successes rely upon having inte-
grated information technology systems. This past year, we im-
proved our data warehousing technology to dramatically reduce
stovepiping and cut down on man-hours that used to be devoted to
manual searches.

As an example, during the Super Bowl earlier this year, data
warehousing tools were used to conduct over 65,000 queries in 3
days. In the past, an analyst would have worked 3 months to ac-
complish this task. We have made strides in information tech-
nology, but as I am sure we will discuss, we have a ways to go.

We have not been able to fully implement all aspects of Trilogy
because of delays with the Government contractor regarding the
deployment of Full Site Network Capability. This, in turn, has de-
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layed our ability to deploy the Virtual Case File. And no one is
more disappointed about this than I am. However, we are working
closely with the contractor to ensure that we have the network Full
Site Capability by this summer and the program is ongoing now
and it is promising, but I know the subcommittee has questions re-
garding the Trilogy program.

In the interest of time, I will conclude at this point and be happy
to respond to any questions that you may have, Mr. Chairman.

PREPARED STATEMENT

Senator GREGG. Thank you. Thank you for being concise and giv-
ing us a chance to ask you some questions.
[The statement follows:]

PREPARED STATEMENT OF ROBERT S. MUELLER, III
INTRODUCTION

Good morning Mr. Chairman, Senator Hollings, and members of the Sub-
committee. Before I begin, I want to take a moment to thank you for your leadership
and strong support of the FBI. The funding you have provided has been critical to
our mission and our efforts to transform the FBI. Over the past two and a half
years, we have moved from an organization that was primarily focused on tradi-
tional criminal investigations to one that is actively investigating and disrupting
terrorist operations. I welcome the opportunity to come before you today to discuss
this transformation and specifically address three areas that have been key to it—
information technology, management, and training.

TRAINING

Training is essential for the FBI to achieve its strategic goals. It is the basis for
the success of each individual employee, from Special Agents to analysts, and for
the FBI as a whole. As threats based on terrorism and technology increase, the FBI
must prepare its employees to meet these threats by providing high-quality training.
The cornerstone of this training is the FBI Academy at Quantico, Virginia. As you
know, new agents complete a 17-week training program at the FBI Academy. All
analysts receive training at the College of Analytical Studies, also located at
Quantico. In addition, the FBI provides training to state, local, and international
law enforcement officials at the National Academy and hosts numerous training con-
ferences.

Over the past few years, the FBI has made significant progress in improving the
training we provide to agents, support personnel, and our law enforcement partners.

To prepare Special Agents to meet our highest priority—terrorism prevention—
our Counterterrorism modules now include financial investigative techniques, source
development strategies, terrorist groups, and domestic terrorism. We have also de-
veloped a number of practical problems that have greatly enhanced our counterintel-
ligence and counterterrorism training. For example, we have developed white-collar
practical problems focusing on terrorist fundraising that enables New Agent train-
ees to experience one of the means of identifying and dismantling terrorist networks
before they strike. Of course, we also include practical problems where the trainees
must respond to a terrorist event such as the release of cyanide or anthrax. In the
past, our practical exercises focused exclusively on criminal applications, such as
bank robberies and kidnappings. While these remain an important part of our pro-
gram, we have refocused our training efforts to address our number one priority of
protecting the United States against terrorist attack.

We established the College of Analytical Studies (CAS) in October 2001 to provide
analysts with a formal training program in support of our counterterrorism mission.
The CAS includes a basic course of six weeks for FBI analysts, as well as Joint Ter-
rorism Task Force (JTTF) analysts, who may be Department of Justice (DOJ) em-
ployees, state and local law enforcement officials, or analysts from other federal
agencies. The CAS trained 880 students in fiscal year 2003—a four-fold increase
over the 193 students in fiscal year 2002.

The FBI also provides training to its state, local, and international partners
through the National Academy, the National Executive Institute, and the Law En-
forcement Executive Development Seminar. In addition, we have partnered with the
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Department of Justice to provide a comprehensive “Train the Trainer” program, at
the FBI Academy, to teams of agents from each FBI field office. After completing
their training, these teams will train state and local police officers in their territory
on pre-incident awareness, preparation, and prevention in the areas of antiterrorism
and extremist criminal activity. The goal is for each FBI field office to train 120 po-
lice officers per quarter, resulting in the annual training of at least 26,800 first re-
sponders in basic CT. As of March 9, 2004, one “Train the Trainer” course had been
taught, and a second was offered last week, resulting in certification of approxi-
mately 55 trainers. Through the University Education Program (UEP), we are pro-
viding funding for employees to pursue advanced degrees in critical skills areas as
identified by the FBIs list of priorities. This will allow FBI employees to readily
adapt to changes in mission and keep pace with rapid advances in technology. In
fiscal year 2004, 147 employees were approved to work toward their degrees.
Eighty-four are pursuing master degrees or Ph.D.’s. We have also invested in execu-
tive management and leadership training, developed by the Kellogg School of Man-
agement in Chicago. Approximately 250 Senior Executive Service (SES) managers
have already received training at the Kellogg School.

Although the FBI Academy at Quantico supports a tremendous amount of the
training the FBI provides, it is over 30 years old and not in a condition conducive
to 21st century training. It has become clear that a substantial investment is need-
ed in our infrastructure now in order to prevent further deterioration. The fiscal
year 2005 President’s budget request includes $21.3 million in nonpersonnel funding
in order to renovate the FBI Academy and provide for operations and maintenance
of the facility, so we can ensure the future of law enforcement has the best possible
training environment.

INFORMATION TECHNOLOGY

We have made substantial progress in the information technology (IT) area since
I arrived at the FBI in September 2001, eight days before the terrorist attacks of
September 11th. At that time, the FBI's technology systems were several genera-
tions behind industry standards, existing legacy systems were approaching 30 years
old. IT equipment was inadequate. For example, our personnel were working on
hand-me down computers from other federal agencies. We had little to no Internet
connections in our field offices, and our networks could not do something as simple
as transmit a digital photo.

Much of the progress the FBI has made on the investigative front rests upon a
strong foundation of information technology. Nearly 500 counterterrorism and coun-
terintelligence FBI Headquarters employees have been provided with access to Top
Secret/Sensitive Compartmented Information (TS/SCI) at their desks. We imple-
mented the Wide Area Network on schedule in March 2003. We improved data
warehousing technology to dramatically reduce stove piping and cut down on man-
hours that used to be devoted to manual searches. We have deployed nearly 30,000
new computers for FBI Headquarters and field offices.

Following the September 11th terrorist attacks, we were required to make an in-
depth assessment of our information technology systems. This assessment deter-
mined that we needed to address some key areas including the lack of databases
that contained current information, limited analytical tools, continual dependency
on Automated Case Support (ACS), and outdated equipment.

I have taken specific steps to address our deficiencies in information technology.
I made it a top priority that we establish required databases and develop analytical
tools. In a post-Robert Hanssen environment, it was critical that we implement new
security protocols. I also completely replaced the management team responsible for
Trilogy. I brought onboard a new Chief Information Officer (CIO), as well as a
project manager from the IT community to monitor the progress of the project.

As you know, during the past year we encountered some setbacks regarding the
deployment of Full Site Capability (FSC) and the Virtual Case File, and we are
moving quickly to address them. We are working to resolve each issue, and will con-
tinue deployment throughout the country.

I believe that we are now on the right track, and we are closing in on the goal
of completion. We are being diligent in our efforts to complete this project within
the resources available, and I am committed to ensuring the successful completion
of this project.

For fiscal year 2005, the FBI requests increases of $20 million in technology in-
vestments to continue moving forward. A portion of these resources will allow the
FBI to install the TS/SCI Operational Network in up to 10 field offices and add
users to the Headquarters TS/SCI Local Area Network (LAN). Expanding the TS/
SCI network will provide every agent and analyst with classified e-mail and mes-
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sage delivery, as well as an electronically searchable archive on their desktop. I will
continue to seek your help and support as the FBI moves forward into an increas-
ingly high-tech future.

FBI CULTURE

The culture of the FBI is now—and always has been—a culture of hard work, in-
tegrity, and dedication to protecting the United States, no matter what challenges
we face. The FBI was created 96 years ago to fight the spread of traditional crime
across county and state lines. Today’s FBI faces a world in which crimes as diverse
as terrorism, corporate fraud, identity theft, human trafficking, illegal weapons
trade, and money laundering traverse easily back and forth across international
boundaries. Today, we are dealing with organized crime groups that launder money
for drug groups, which sell weapons to terrorists, who commit white-collar crime to
fund their operations. In the wake of the September 11, 2001, attacks, it became
clear that the FBI must be more flexible, agile, and mobile in the face of these new
threats. As a result, the FBI has: refocused its mission and revised its priorities;
realigned its workforce to address these priorities; shifted its management and oper-
ational environment to strengthen flexibility, agility, and accountability; restruc-
tured FBI Headquarters; and undertaken dozens of projects aimed at reengineering
our internal business practices and processes.

We are building a workforce for the future by: expanding the FBI’s applicant base
for critical skills and diversity; updating new agent training to reflect our revised
priorities; establishing new career tracks for counterterrorism, counterintelligence,
cyber, security, and for analysts; and improving management and leadership devel-
opment.

We are modernizing FBI technology by implementing Trilogy and developing cut-
ting-edge technology. We have opened and strengthened lines of communication be-
tween the FBI and our partners in the federal, state, local, and international law
enforcement and intelligence communities. We amended our original core values to
accountability for our actions and leadership through example—both at work and
in our communities.

In short, we have overhauled the FBI, transforming it into a stronger, more flexi-
ble, more proactive, and more modern organization, better equipped to confront the
myriad of threats we face in a post-September 11th world. We will continue to
evolve and make comprehensive changes in the overall structure, organization, and
business practices of the FBI to ensure that we remain the very best law enforce-
ment and intelligence agency in the world.

CONCLUSION

We have made great progress, but our work is not yet finished. The FBI has a
duty to protect the United States, secure freedom, and preserve justice for all Amer-
icans. The FBI has always answered—and will always answer—this call with fidel-
ity, bravery, and integrity. The men and women of the FBI work tirelessly each and
every day to fulfill the FBI’s mandate to protect the United States. With the support
of this Subcommittee, we can give the men and women of the FBI the resources
they need to carry out their mission.

Thank you.

TRILOGY PROGRAM

Senator GREGG. Let us start where you ended, which is a tan-
gible item. Some of the other issues of culture and interchange be-
tween various agencies of information are less tangible, but let us
begin with the Trilogy program and the problem.

This committee has dedicated a massive amount of dollars and
a huge amount of time to trying to assist the Bureau in getting this
right, and yet it continues to not work. It is $200 million over
budget, months, literally years, really, out of sync on its timetable.
The problem, as you mentioned, is that the onsite capability hard-
ware didn’t work, and hasn’t been brought online on time and the
software, Virtual Case File, first round, I guess, was declared to be
ineffective.

Now we have got a new time line and a new date to have the
onsite capability up and running. Virtual Case File appears to be
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still very much a question. And there doesn’t appear to be an enter-
prise architecture plan, something that looks into the future and
says, this is where we are going with all this technology.

I guess the first question is, give us specifics as to when you ex-
pect this to work. Second, I understand that one of our problems
is that we basically have had contracts which haven’t put penalties
in place and now there is some penalty language. Tell us what the
penalty language is and how it is going to create an enforcement
of both the Virtual Case File and the onsite capability language
and what the game plan is for an enterprise architecture plan.

Mr. MUELLER. If I could, Mr. Chairman, reflect a bit on the his-
tory of the program, and I understand this committee’s concern.
But by way of history, the——

Senator GREGG. I think we should start by making it clear to
those who may be listening that the purpose here was to give the
agent, all agents, the ability to have access to the database in real
time that would be extremely usable and user friendly and would
be almost an off-the-shelf capability to allow them to have a com-
puter at their desk where they could communicate with each other
and we wouldn’t have things happen like happened prior to 9/11.

Mr. MUELLER. Absolutely. And if I can, let me just start with a
history. Then I will focus on the specific questions you asked, not
the least of which, what is the bottom line? When do you expect
this to go online?

But going back a little bit of the history. As, Mr. Chairman, you
pointed out, contracts were entered into early on speedily without
the language that perhaps we would have liked in retrospect and
there were two contracts. One was for basically the hardware side
of the house and the other was for the software side of it. These
were let in the year 2001, prior to September 11.

After September 11—and the contracts proposed a certain re-
vamping of the archaic, and I have to say archaic, information
technology infrastructure of the FBI. But what was proposed in the
contracts prior to September 11 was not what the Bureau needed
in the wake of September 11.

And when we did a review in the wake of September 11 as to
what we would get as a Bureau from these two contracts, we real-
ized they were lacking in a number of ways, the principal area of
which was a tremendous concern to me was that given what Tril-
ogy proposed, we were to retain exactly the same database struc-
ture that we had had before but put a graphical user interface or
a web-based interface on it, and retaining that database would pre-
clude us from doing exactly what you have intimated, having a
database that would be accessible to all and upon which would sit
the search tools that would help not just our analysts, but all our
agents and support staff.

So we made changes to Trilogy in the wake of September 11. I
think you are aware of those changes. They cost substantial addi-
tional sums of money, but they are, I believe, well spent.

Over a period of time, you could look at Trilogy and the four
areas of upgrade. The first is the hardware deployment. Before
September 11, the computers that were on the desks of many
agents were, 486s, rejects from the Department of Defense. Part of
the contract was to replace all of these computers. In the last 2
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years, we have replaced anywhere from 28,000 to 30,000 computers
for all of our agents and our support staff. So the first part was
tﬁe 1hla{rdware, replacing the computers, the printers, scanners, and
the like.

The second part was the Local Area Networks and Wide Area
Networks. We have 622 sites around the United States, everything
from a one- or two-person resident agency to the New York Field
Office. Part of the program was to replace the Local Area Networks
and the Wide Area Networks. The same contractor that had the re-
sponsibility for the upgrades, which I will talk about in a moment,
had the responsibility for completing, or not completing, that on
schedule and that was completed on schedule March 28, in fact, a
couple days before schedule, last year. That is the backbone, the
Local Area Networks and the Wide Area Networks.

The third piece was the upgrade of those computer operating sys-
tems, what we call a full site capability, which was to be completed
in October of last year. We came to find out that the contractor
could not do it. We are in the process of doing it now. My expecta-
tion is that that will be done by May of this year. We have mi-
grated over 25,000 users from the old operating system to the
nelwer operating system on which you can place the Virtual Case
File.

And last, Virtual Case File. We are now negotiating with the
contractor who has the responsibility for Virtual Case File on the
date of completion of that and changes that we had wanted to im-
prove its capability. My expectation is that sometime, and I can’t
get a firm date, after we finish with the full site upgrade at the
end of April, beginning of May of this year, it will take another 2
months probably to go and get Virtual Case File on board.

Let me, if I could, just make another point about where we will
be when we do get Virtual Case File. I had a very real concern
when I looked at where the Bureau was going in the wake of Sep-
tember 11 as to what would be the appropriate mechanism for the
Bureau to upgrade its capabilities, its investigative capabilities for
all agents, and there basically were two options. One is, take some-
thing off the shelf and modify it. Another one is to develop our own
set of procedures or our own software using contractors and the
like, but adopt and build a software capability that would be usa-
ble, user friendly, and transform the Bureau.

I have had a number of persons outside the Bureau look at the
decision to develop our own, persons, I call them the gray beards,
who are from a number of private concerns who would look at the
choice we have made and the product we have come up with. I
think the reviews are very good for the product we have come up
with.

The last point I would make, Mr. Chairman, is that in trans-
forming the upgrade to Virtual Case File, while it absolutely has
its risks, as we complete this process, we will upgrade not only the
computers, and our investigative capability, but also will change
the way we have done business for 95 years of our existence, going
from a paper-driven organization to a digital organization.

It has cost money. There have been delays. There have been mis-
takes that I have made. There have been areas where I could have
moved faster and there are areas where I urged people to move
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faster that have rebounded and tended to produce a delay as op-
posed to the speed that I had requested. But I do believe we are
on track. I do believe that we will have a state-of-the-art system
when we are through.

Senator GREGG. What penalties do you have in place to enforce
the April 30 deadline on Full Site Capability?

Mr. MUELLER. If either the costs or the schedule are missed,
there will be no award fee, which is in the sum of $5 million, and
the FBI and the contractor will pay 50 percent each of any cost
overruns past that date.

Senator GREGG. And how about with the Virtual Case File, if it
doesn’t work? The first Virtual Case File just didn’t work.

Mr. MUELLER. Well, there were glitches in it. I wouldn’t go so far
as to say it didn’t work.

Senator GREGG. Well, the GAO said it. The Inspector General
said it didn’t.

Mr. MUELLER. Yes. We are negotiating with the contractor right
now. We are in the course of negotiations with the contractor on
the date and the cost.

Senator GREGG. I hope there will be some sort of an enforcement
mechanism in that contract, too, because I think one of the things
we have learned is that without penalties and without enforcement
mechanisms, we just end up with the taxpayers paying huge cost
overruns here.

Mr. MUELLER. I am in hearty agreement.

Senator GREGG. The enterprise architecture concept of a plan for
the future, you didn’t address that. That was part of my question.

Mr. MUELLER. Yes, and I apologize for not having embraced that
in my remarks. As I believe you are aware, I had my Chief Infor-
mation Officer (CIO), a very experienced individual, from July 2002
through May 2003. Quite obviously, one of the challenges for him
was the enterprise architecture. I understand the necessity for it,
the need for it. He left in May 2003. I hired Zalmai Al Azmi, who
is here today in November 2003, after an extensive search. One of
the first things on his plate was the architecture. We have just in
the last few days entered into a contract to have the architecture
developed and we expect that by the end of the year, the first
phase of that will be done.

In the meantime, I have given Zalmai Al Azmi the responsibility
for approving any IT project as well as the funding for any IT
project. As anybody who has reviewed the FBI has known, we have
been stovepiped over the many years. We have had any number of
IT projects grow up to meet a particular need and there has not
been an overarching architecture. By placing the responsibility for
both the funding as well as the development of projects in his shop,
as well as developing or contracting to have the architecture devel-
oped on a very short timeframe, I think we are moving to address
that.

Senator GREGG. I have a number of other questions, but I want
to yield to the Senator from Wisconsin.

Senator KOHL. Thank you, Senator Gregg.

Director Mueller——

Mr. MUELLER. Senator.
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TRANSPORTATION SECURITY

Senator KOHL [continuing]. In lieu of the recent terrorist attacks
at four train stations in Madrid, the security of our own mass
transportation system has been called into question. Yesterday,
Secretary Ridge announced a new plan to secure our rail system.
This effort would include rapid deployment teams, which could be
deployed to vulnerable rail systems and stations with bomb sniffing
dogs. In addition, the Department of Homeland Security will accel-
erate a pilot program to test equipment for screening passengers
and luggage for explosives.

How much confidence do you have in the effectiveness of this
proposal to protect against terrorist attacks? How long do you be-
lieve it will take to get this program up and running? And what
role will the FBI be playing to help protect the transportation in-
frastructure, Director Mueller?

Mr. MUELLER. The plan proposed by the Department of Home-
land Security will go some ways in hardening our transportation,
the rail transportation. I will tell you that in the past, even prior
to the announcement of the new initiative yesterday from the De-
partment of Homeland Security, the Department of Homeland Se-
curity, ourselves, and others have worked closely with both the
railroads, but most particularly with the subway systems, particu-
larly New York, Washington, DC, Boston, Los Angeles, and Chi-
cago, to assure heightened protection of those particular targets.

So as to the first part of the question, yes, the new initiative yes-
terday will go some ways again to deterring terrorists from attack-
ing the rail systems because of the heightened security. We have
learned, both from our experience from gathering information from
around the world and more particularly from our discussions with
detainees who are familiar with al Qaeda’s thinking that enhanced
deterrence deters terrorist attacks and they look for the softer tar-
gets, so yes. Yesterday is yet another step in protecting the rail
systems as well as the subways, but the fact of the matter is, while
it goes some substantial ways, one cannot have a failsafe system,
as we saw in Madrid 2 weeks ago.

So yes, we are protecting the subways in the various cities I
mentioned in conjunction with the transit authorities and the local
police, but it is not a failsafe system. As we develop these pro-
posals, we work with the Department of Homeland Security to as-
sure that we have the integrated response to assure that whatever
threat information we have is immediately passed on to not only
the Department of Homeland Security, but to the transit authori-
ties or the police departments in the cities that may be threatened.

If there is a more general threat, that also is basically provided
through two means of communication. The one means is through
the Department of Homeland Security advisors throughout the
United States and in each of our major cities, and the second is
through the FBI and law enforcement to each of our joint terrorism
task forces, of which there are 84 around the country.

EXPLOSIVES

Senator KOHL. Thank you. Director Mueller, current law requires
all domestic manufacturers of explosives to mark their products
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with identifying information. This allows investigators to determine
the origin of the explosives and aids them in tracking down crimi-
nals. Imported explosives, however, do not have to carry such
markings.

In 2002, the United States imported 14,900 metric tons of pre-
pared explosives. Without markings, law enforcement has a dis-
tinct disadvantage in investigating crimes involving foreign-made
explosives. The Justice Department has been working on regula-
tions that would require importers to mark explosives when they
enter the country, but these regulations have not been finalized.

What effect does this loophole have on our ability to effectively
investigate crimes involving explosives, and would you support leg-
islation that would require appropriate markings to be placed on
all imported explosives?

Mr. MUELLER. Well, I do believe markings assist investigators in
solving the crime, so to speak, and determining the sourcing of the
components to any explosive device will assist you in determining
who was responsible for any act using such a device. And so, yes,
I think markings are helpful.

I will tell you that in many cases, overseas and actually domesti-
cally, our laboratory can identify a sourcing of a particular explo-
sive just because of the vast knowledge that they have gained over
a number of years as to the manufacturers of various components
and their identifying data. But that is not the same as the mark-
ings we have domestically.

With regard to the support of that, again, that would be an ad-
ministration position and I would have to defer to the Department
as to exactly what position they are taking on a specific piece of
legislation.

Senator KOHL. Would you like to see personally all imported ex-
plosives to be marked?

Mr. MUELLER. I think markings are helpful to the investigator
and the laboratory technician who is trying to identify the sourcing
of that explosive.

TERRORIST SCREENING CENTER

Senator KOHL. All right. Director Mueller, the media has re-
ported that biological threats may have played a role in the can-
cellation of numerous commercial flights in December and January.
When asked at a hearing last month, Secretary Ridge admitted
that our airline security procedures cannot currently protect
against these types of biological threats. Secretary Ridge suggested
that the best way to prevent such attacks is to concentrate on
going after the people who may launch such an attack.

A terrorist watch list is vital to our national security. The FBI,
through the creation of the Terrorist Screening Center, known as
TSC, is partially responsible for creating a single integrated ter-
rorist watch list. In a recent interview, you said that this inte-
grated list would be completed by March. Is this list fully oper-
ational today with a completely integrated watch list, and if it is
not, when can we expect such a list to be fully integrated and oper-
ational?

Mr. MUELLER. The Terrorist Screening Center was first estab-
lished on December 1, 2003, and what it brought together was indi-
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viduals’ access to the databases of all of the watch lists, and there
are approximately 12, in a variety of agencies in the Government.
What it brought together at that time was the ability, when there
was a hit on the watch list, to thereafter determine whether it was
valid and then to follow up with action through the joint terrorism
task forces or through the border agencies.

In the meantime, since December 1, 2003, the Terrorist Screen-
ing Center has been working with each of the agencies that had a
relevant watch list to import its data in a way that assures that
the name of the person is a valid name, that there is identifying
information that supports it, and there is a basis for having the
person on a Terrorist Watch List.

I can tell you that the State Department has a list of easily over
100,000, not just terrorists, but others whom they want to bar from
the country. So extracting those names is a substantial process,
and assuring that there is a basis for that name going into the
watch list is also a very extensive process.

We are about halfway through that process at this point. We
have a consolidated watch list, but we do not have all of the watch
list names in it because we are going through that screening proc-
ess. I expect it to be finished by this summer.

Senator KOHL. Thank you. Mr. Chairman, I thank you.

Senator GREGG. Thank you, Senator.

DUPLICATION OF EFFORTS/TERRORIST EXPLOSIVE DEVICE ANALYTICAL
CENTER

Following up on Senator Kohl’s point on the Terrorist Screening
Center, we have been setting up these new initiatives that I pre-
sume are trying to get away from stovepipes and cross-fertilize the
different agencies involved, such as the Foreign Terrorist Tracking
Task Force and the Terrorist Screening Center and the Terrorist
Threat Integration Center and the Terrorist Explosive Device Ana-
Iytical Center (TEDAC) and the dJoint Intelligence Coordination
Council.

I guess my question is, are we spinning here? Are we dupli-
cating? Are some of these groups ending up being redundant and
not adding value but actually just shifting deck chairs around? I
would take, for example, the Terrorist Explosive Device Analytical
Center, which as I understand it is essentially taking over the role,
or attempting to take over the role, or attempting to duplicate the
role that already exists at ATF, where they have two databases on
explosive devices and where they have had the role of overseeing
explosive devices for quite a while.

Mr. MUELLER. Let me start with TEDAC, which the ATF quite
obviously participates in. It was an idea that came from the Saudi
Arabia bombings of May 12, 2003, and our participation in helping
the Saudis on that case, and most recently what we have come to
find in Iraq.

There was not a worldwide effort to in develop a database in one
place with an expertise associated with it to identify explosive de-
vices from around the world used by various terrorist groups. So
the idea came out of our work in Iraq, where we along with the
Department of Defense (DOD), the British, and a number of others,
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are developing the database related to the various incidents occur-
ring in Iraq.

We have expanded that under the auspices of the FBI laboratory
to include devices from around the world. Now, the first step was
to get our own house in order to make certain that we are working
together with DOD, the CIA, with ATF, and NSA to cooperatively
develop this database.

And so it was an idea borne out of our experiences in Iraq and
elsewhere

Senator GREGG. Let me get specific, Director. ATF has something
called the X-Base, I believe it is called, and then they have some-
thing called the Bomb and Arson Tracking System. You are saying
that TEDAC is not going to be duplicative of those but will have
more of an international flavor than those have?

Mr. MUELLER. I believe it will, but I would have to get back to
you on how they can or should be integrated.

[The information follows:]

POSSIBLE INTEGRATION OF X-BASE INTO TEDAC

The mission of the TEDAC is to forensically and technically analyze terrorist ex-
plosive devices used against U.S. interests anywhere in the world and to develop
actionable intelligence. As such, the TEDAC will require a very robust database
with state of the art link analysis software that will enable computers to compare
Improvised Explosive Device (IED) components sent in from a variety of sources.
This functionality will allow the TEDAC to rapidly recognize otherwise non-observ-
able connections between IEDs that exist with a tremendous volume of detailed
technical and forensic information and intelligence. The ultimate goal will be to
identify those individuals associated with the IED and the unique signature used
to manufacture the bomb. All intelligence gathered from the forensic and technical
analyses of IEDs will be disseminated among the military and law enforcement ex-
plosives community for technical and tactical purposes.

Currently, the Department of Justice is conducting a review of all explosives-re-
lated databases. The Department will, upon completion of the review, advise the rel-
evant committees of the Department’s final conclusions.

Senator GREGG. And the other question that goes into that issue
is that I understand the FBI is considering taking over all of the
explosive activity that was traditionally with ATF. Is that true?

Mr. MUELLER. That is not true.

'Selr}ator GREGG. The investigative activity in the area of explo-
sives?

Mr. MUELLER. That is not true.

Senator GREGG. Well, then maybe I am misinformed. It is my un-
derstanding that in this budget, we have a shift of that responsi-
bility from ATF over to FBI.

Mr. MUELLER. There is a differentiation of responsibilities be-
tween the FBI and ATF. We do have the responsibility for address-
ing terrorist, or possible terrorist incidents within the United
States, and generally, the ATF has a responsibility for most other
explosive incidents that you have within the United States.

In terms of training, our training focuses on render safe, that is,
how persons render safe the explosive device prior to there being
an explosion and the ATF has the expertise in training what you
do and how you investigate explosive devices that have gone off.

I can tell you that there is a division of responsibility. There are
occasionally tensions, both in the field and here, now that ATF is
within the Department of Justice, the Department of Justice has
a task force that is looking at that allocation of responsibility.
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Senator GREGG. That must be what I was informed of, and I
guess I was misinformed, because our impression was that they
had gone much further than just looking at it, that there had been
sort of a preliminary move to have ATF move explosive activity
over to FBI. I am glad to hear that is not the case, because I under-
stzllnd Ci)nly about 1 percent of the explosions that occur are terrorist
related.

Mr. MUELLER. There is no move for us to take over ATF’s respon-
sibility when it comes to investigating incidents involving explo-
sions

Senator GREGG. That are not terrorist.

Mr. MUELLER [continuing]. Beyond the terrorism field.

Senator GREGG. We have had this Madrid incident

Mr. MUELLER. Yes.

Senator GREGG [continuing]. And my question to you is, Europe
is now starting to expedite its efforts in the area of
counterterrorism and the European Union is talking about setting
up a Europe-wide database that is counterterrorism oriented. I
guess they had one, but they are talking about significantly im-
proving it and increasing it.

To what extent have you had discussions post-Madrid as to the
role of ourselves and the FBI specifically in this new effort by the
Europeans to become more sensitive to and more knowledgeable
about the threat?

Mr. MUELLER. Since the Madrid explosions I have not had much
opportunity to talk to counterparts overseas other than my counter-
part in the Spanish National Police, and the discussion there was
not addressed to what Europe could do as a whole itself to inte-
grate terrorism information, and then a subpart of that, involve-
ment of the United States.

For the most part, our relationships with our European counter-
parts are very good on a bilateral basis and we share a great deal
of information, depending on the country, with our counterparts
overseas. The European Union has what is called Europol, which
is an entity established by the European Union to address law en-
forcement, terrorism issues and it, I would say, is in its opening
stages.

I have had discussions within the FBI, some outside, with regard
to a proposal suggested by Congressman Wolf about our partici-
pating in an international terrorism information exchange and we
are exploring the possibility of doing that under the auspices of
NATO. One of the problems you have in terms of exchanging infor-
mation is having everyone on the same security level so that one
is given access to meaningful information. And one of the problems
that one has where you have a group of countries working together,
you wonder what the security level may be. Who gets the informa-
tion? One has to work through that. Our thought is that NATO
may give us the vehicle to do that because there are security levels,
and persons seconded to NATO with the appropriate security clear-
ances. This is a vehicle that we are currently exploring.

Senator GREGG. So right now, there is no formal structure or
communication process other than personal relationships between
the Director of the CIA and yourself that causes information to
move back and forth efficiently?
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Mr. MUELLER. No, I would say there is a lot more, a great deal
more than that. Ourselves and the agency, we have legal attaché
offices in most European capitals, not every one of them, and it is
that legal attaché office that meets daily with our counterparts,
whether it be in France or the United Kingdom or Spain. So there
is an exchange of information between our legal attachés overseas
and our counterparts overseas on a daily basis.

We also have the foreign Embassies in Washington, DC. You also
have Scotland Yard, MI-5, MI-6, and others who will have persons
here who have exchanges with our people daily. And so there is a
network of exchange of information that is ongoing that people
don’t often hear much about but has been tremendously effective
since September 11.

What you do not have is Europol, which has been established by
the European Union. While we have persons that have spent time
at Europol, it is just getting established and whether it will be an
effective information exchange for the European Union is still to be
seen. In the meantime, we are going to explore this other option
of exchanging with a number of countries information relating to
terrorism under the umbrella of NATO.

Senator GREGG. Is there compatible Terrorist Screening Center
in Europe yet?

Mr. MUELLER. No, there is not at this point.

Senator GREGG. Would you presume that if there were, that we
would integrate with it?

Mr. MUELLER. Yes. I think we would exchange lists, yes.

Senator GREGG. Should we help them get that going? It seems
to me that a lot of our threat is going to be based there, and grant-
ed, you have got your Legats all over the place who I am sure are
developing names, but that is a pretty ad hoc approach.

Mr. MUELLER. I met with a representative of Europol maybe 2
to 3 weeks ago in terms of what they have established in terms of
capability and it is relatively small at this juncture.

TOPOFF

Senator GREGG. What did you learn from the TOPOFF events
that you could impart to us that we need to do in order to improve
communication between the various parties who participated? I
mean, the purpose of TOPOFF was to simulate an event and see
where the weaknesses are. What was the FBI’s weakness and what
should we do to address it?

Mr. MUELLER. It has been some time since I have looked at
TOPOFF. I think one of the basic lessons we learned out of it was
the Seattle aspect of it, that is, the necessity of identifying the rel-
ative chain of command and the authorities beforehand. Since that
time, I know the Department of Homeland Security has identified
individuals in most cities, I believe, who would be the representa-
tive of the Department of Homeland Security on scene and is train-
ing those individuals. I think that was a weakness that I saw.

There were certain weaknesses that we saw out of the TOPOFF
exercise in Chicago, which was a chem-bio attack, and I would
have to go back and refresh my memory on what those weaknesses
were in terms of responding to that attack.
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Senator GREGG. Is there a formal structure for responding to the
weaknesses that were identified?

Mr. MUELLER. Yes. I know there is an after-action report and
that the various items on that after-action report were identified
and are being addressed by Homeland Security.

Senator GREGG. Maybe you could give us a summary of what is
being addressed for the record.

Mr. MUELLER. I will be happy to do that.

[The information follows:]

SUMMARY OF TOPOFF 2 AFTER-ACTION REPORT

Since the publication of the “TOPOFF 2 After-Action Summary Report,” the De-
partment of Homeland Security (OHS) has used the conclusions from this analytical
document to lead the federal government’s national effort to revamp, centralize, and
unify a range of pre-existing federal and other incident response contingency plans.
Among the actions undertaken by the DHS in response to TOPOFF 2 arc:

—Enhanced interagency coordination for incident management.—At the time of
TOPOFF 2, DHS had instituted a Crisis Action Team (CAT) to address incident
management requirements. TOPOFF 2 After-Action comments suggested that
the DHS develop more formal standard operating procedures with incident-spe-
cific interagency staffing requirements. These suggestions led to the trans-
formation of the CAT into the Interagency Incident Management Group (IIMG),
which was formed to address decision and coordination processes in elevated
threat environments through bringing together federal, state, local, and private
sector agencies as one functional entity to address specific contingencies,
threats, or events.

—Enhanced Principal Federal Official (PFO) capabilities.—The PFO concept,
which was first tested in TOPOFF 2, has been enhanced through the establish-
ment of training courses with curriculum that clarifies the mission, roles, and
functions of these senior DHS officials in response operations.

—Improved emergency public information coordination.—The DHS has led an in-
tensive interagency effort that has resulted in the creation of an interagency in-
cident communications strategy, emergency communications protocols, and vast-
ly improved federal, state, and local coordination.

Senator GREGG. Where do you see the status of training first re-
sponders relative to the FBI role, to the extent there is any in that?

Mr. MUELLER. Well—

Senator GREGG. And how do you see our first responder capa-
bility these days?

Mr. MUELLER. We do a tremendous amount of training in evi-
dence recovery throughout the country, throughout the world now
in crime scene exploration. That is not what traditionally is called
first responder, but it is our niche that we will continue to address.

We have a render safe capability that we have continued to grow
over the years and we will continue to grow that capability.

In terms of the response from the fire or the ambulances and
that form of first responder, as with the TOPOFF exercises, there
have been other exercises. Every one of our special agents in
charge in each of our cities is integrated now, both through our
joint terrorism task forces, but also through various exercises in
various cities with those first responders so the communication, the
ability to stand up quickly and respond to a devastating attack, is
much enhanced since September 11.

Senator GREGG. So you think we are making progress on training
first responders?

Mr. MUELLER. Yes.

Senator GREGG. Do you think it should be threat based, where
we choose to put the money for this?
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Mr. MUELLER. I am going to have to leave that to others. That
is a little bit out of my bailiwick. I think that is more in Tom
Ridge’s. I am not that familiar with the financing:

Senator GREGG. Okay. I will

Mr. MUELLER [continuing]. Structure, I will just put it that way,
of allocating the funds.

Senator GREGG [continuing]. Okay, onto other topics, then.
Three, just quickly. Do you believe al Qaeda was responsible for
the Madrid attack?

Mr. MUELLER. From what we have seen to date, I believe so.
Now, when you say al Qaeda, let me just qualify that to a certain
extent. There may well have been a group of individuals who have
adopted and believe in Bin Laden’s philosophy, theology, who are
responsible for this, but may not have had, either sought or had
the approval of those remaining leaders of al Qaeda. But I think
it is fair to say that the evidence tends to point to individuals who
were supportive of the radical fundamentalism and would be sup-
porters of al Qaeda’s mission.

COUNTERTERRORISM AGENTS

Senator GREGG. In changing the culture of the FBI, how many
agents are you planning to put into the Counterterrorism Division?
Mr. MUELLER. Well, we had

Senator GREGG. Approximately?

Mr. MUELLER. I moved 518 in fiscal year 2002. I would expect
that at the end of 2004, we are authorized 2,418 agents. That is
up from 1,351 agents in fiscal year 2001. With the additional in-
creases sought in the 2005 budget, we will be up to 2,592 agents.

Senator GREGG. As I understand it, there are still about 380
agents who are assigned to the Criminal Division that are being
used in counterterrorism, is that correct?

Mr. MUELLER. I believe it is about 380 at the end of this year,
yes. We are actually overburdening some more than that at this
point. But with the 2004 budget increases, I believe we will be 389,
is what we anticipate at the end of this year.

Senator GREGG. I guess the obvious question is, and I am sure
you have a strong answer to it, but the obvious question is, if
counterterrorism is your number one responsibility now and if you
have got 12,000 agents overall, approximately, first, why are we
only dedicating 2,500 to the effort?

And number two, why haven’t we been able to move the full com-
plement into this arena, and is that a reflection of the fact that
there is still some significant—resistance is the wrong term, but
some significant desire or feeling amongst the line agents that they
want to do things other than counterterrorism, that they were
trained, they were brought up for 20 years, 30 years, 15 years in
white collar crime and chasing the mafia and finding out who
robbed the bank and they like that?

Mr. MUELLER. It is not a reflection—of what a particular agent
or group of agents want to do. I have sought, as we have discussed
before, to request additional resources in counterterrorism, to move
additional resources when I thought it was necessary. I moved in
excess of 500 agents in fiscal year 2002 and I have sought addi-
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tional enhancements so that if we get the 2005 budget, that 389
figure should be down above, just a little above 230.

I am also considering making a move of additional agents to
counterterrorism. You will see that in the budget, we are looking
at—in the budget submission, we are looking at a number of agents
who in the past have been working on Government fraud cases
where I believe the Inspector Generals can take up some of those
cases. And I am looking for other ways to transfer agents to
counterterrorism.

I have looked to see what our continuous level of assignment of
agents to counterterrorism would be absent the peaks. We have, as
we have discussed before, we have had two peaks in the past, cer-
tainly with regard to—in the wake of 9/11 and then in anticipation
of the hostilities in Iraq. I do believe that one of the benefits from
having a number who are still being reassigned from criminal in
some offices reflects the desire to have flexibility in the system.

In the savings and loan crisis, when we were given additional re-
sources, whether it be prosecutors or agents, we identified where
the problem was and the agents were put in the particular city and
they are there to this date. What we found in terrorism is that ter-
rorism cells can arise anyplace in the United States, and when
they arise, we have to do a combination of pushing resources to
those particular offices as well as taking persons from those offices
who are addressing another priority. Part of the reason that you
have the statistics you have as to the overburn is attributable to
that desire to be flexible.

The bottom line is I am continuously looking at it. I will look at
the end of this year, or as we go through this year, at the feasi-
bility of reassigning agents from other programs to
counterterrorism.

Senator GREGG. I noticed you dropped a couple of activities.
There were two specific areas that you decided——

Mr. MUELLER. The first one was fraud on the Government. The
other one was assistance of EPA.

Senator GREGG. We put a lot of things on the FBI’s table over
the years before 9/11. There is probably a list that is longer than
that that you could drop, isn’t there?

Mr. MUELLER. There are areas that I have looked at. I mean,
there are some areas that are relatively insignificant that don’t
make a big cut. The one area where I have reassigned the most
agents was from the drug program and we have continued to
underburn in the drug program as a result of those agents being
reassigned to do counterterrorism.

One of the things, and it may be—I don’t think it is that dif-
ferent than what happened in the past, but each of the special
agents in charge are directed to expend the resources to do the job
in counterterrorism, even if it cuts into other programs. So if you
have a terrorism lead that has gone unaddressed and agents as-
signed to counterterrorism are busy with terrorism matters, then
you have to take them from someplace else. That is the type of
flexibility that we have not necessarily used in the past that I
think is important to use in the future where we have terrorism
not limited to one city or two cities, but it can pop up anyplace
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around the country. And I say not just international terrorism, but
domestic terrorism.

LANGUAGE TRANSLATION

Senator GREGG. I understand that. I noticed that you have some-
thing like 65 people who are now trained in language who are flu-
ent in Arabic languages, is that right?

Mr. MUELLER. We have 24 Arabic speakers in the agent popu-
lation. Now, we have dramatically increased our linguists and our
translators in the Bureau, as I think you are aware.

Senator GREGG. That is maybe where the 65 came from. That
seems like an awfully small number.

Mr. MUELLER. We are pushing training. We are recruiting as
hard as we can for those who speak Arabic. We have had some suc-
cess, but not as much success as I would like. We are enhancing
the language training for our agents and those who receive the
training will now be in a position where they can use that training,
which has not always been the case.

Senator GREGG. How can we help you get more people on board?
Do you need a pay differential?

Mr. MUELLER. We have gotten in our request last year in the
2004 budget as well as in the 2005 budget. You have increased our
budget to assist in sending agents as well as analysts and others
for language training, not only in Arabic but Mandarin Chinese
and other languages that we need to have an agent cadre fluent
in.

Senator GREGG. I would hope if there is something further we
could do, we would like to do it.

IDENT SYSTEM

In talking with Director Hutchinson at Homeland Security about
the new IDENT system, US VISIT, where they are fingerprinting
people coming into the United States, he advises us that they are
using a flat screen, two index fingers, printing system for the sake
of speed, basically was what it came down to, because using all five
fingers or a roll system just took too long.

We now built TAFIS, which cost us a huge amount of money, be-
fore you arrived. We had the same problems with that that we
have had with Trilogy, except I think it even cost more in overruns.

Mr. MUELLER. But it is also, if I can interject, it has been tre-
mendously successful.

Senator GREGG. Well, it took a long time to get there, believe me.
It has been successful, and that is my point. It has been successful.
It has got 44 million fingerprints on file, and yet it is not compat-
ible with IDENT. This seems to be one of those things which is
very hard to explain to a taxpayer, that we are putting in place a
system at the State Department and Homeland Security to identify
people coming into the country. We have 44 million fingerprints
over here. Sure, most of them may be domestic, but there are cer-
tainly a lot that aren’t and the two systems can’t talk to each
other. The next terrorist event, we may find out a fellow got
through the IDENT system but his fingerprints were over at
TIAFIS.



73

Mr. MUELLER. Well, this has been a matter of much discussion,
not just recently, but over the last year. Quite obviously, the 10-
print roll prints is the gold standard. I know that the Department
of Homeland Security was faced with the necessity of establishing
very quickly a biometric system that was affordable and could be
put up quickly and opted for the two-print system in the meantime.
There are discussions about how that can be expanded to a 10-
print flat as opposed to a 10-print rolled, which would take a long
time for everybody and I don’t think we would want at our borders
with the fact that 1 million persons go in or out of the country
every day.

So it is a combination of, on the one hand, you have the gold
standard. On the other hand, you have the practicality of identi-
fying persons coming in swiftly in such a way that you can identify
terrorists. The way we do it now is we have a file that we provide
to the Department of Homeland Security that includes all the fin-
gerprints and they strip off the two index fingerprints and utilize
that to identify persons who may be terrorists, on the wanted list,
coming through the country, or coming through the border. We are
working with State and the Department of Homeland Security to
improve that system.

1 Sen?ator GREGG. I appreciate that but what are we actually
oing?

Mr. MUELLER. We are meeting to decide what the standard will
be down the road, taking into account that the 10-rolled print is
the gold standard which everybody would like and looking at the
practicality both of the software, the hardware and what it would
mean to allowing persons through our borders of having a system
that is more substantial than the two-fingerprint system that we
currently have at the borders.

Senator GREGG. Is it doable to integrate the two systems?

Mr. MUELLER. I think it is. I do believe so. Just in the two-print
system, I do think it is doable down the road. We are exploring

Senator GREGG. What do you need to do to do it?

Mr. MUELLER. Developing the technology, and I am not inti-
mately familiar with the technology that is being used currently,
the two in the VISIT system at the borders, but developing the
technology and the communications capability so that given just
the two-print system, there can be a timely search against the FBI
database by a communications carrier.

Senator GREGG. Maybe you could have somebody in your group
meet with Mr. Hutchinson and——

Mr. MUELLER. We are.

Senator GREGG. Well, I know you are, daily, I am sure, and with
State and get back to this committee with a proposal as to how you
plan to do this and a timeframe.

Mr. MUELLER. Yes, sir.

Senator GREGG. It just seems to us, to me, anyway, that we are
wasting our resources. We have put a lot of money into it and we
should be trying to figure out a way to get the two to talk to each
other. It may not be doable if you have got a condition that you
are going to have to get people through the checkpoint in 13 sec-
onds or whatever the condition is, but it would seem to me that if
there is a way to do it and we need money to do it from a tech-
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nology standpoint, we could find the money, because we would hate
to see that database just sit there and not be accessed.

I appreciate it. You have been very courteous with your time
today. Is there anything further you wish to add?

Mr. MUELLER. The only item I didn’t address is the concern that
you raised, and that is about the adaptability of the Bureau to the
new mission. You read these books about taking a corporation or
an agency or a large organization through a transformation. The
books will tell you that there are 30 percent that welcome the
transformation and see the future, there are 30 percent that have
to be persuaded, and there are 30 percent that like the old ways.

There are agents in the FBI, without a question of a doubt, who
enjoyed what they were doing before, perhaps enjoyed doing it
more than some of the things they are called upon to do at this
point, and there will be for a number of years. But I do believe that
just about every FBI agent understands the responsibility that the
Bureau has, along with other agencies, to prevent another terrorist
attack, they understand that responsibility, the necessity of trans-
forming the organization, the new mission, and are pursuing that
new mission as we have missions in the past.

It was something new for us to develop a game plan to address
La Cosa Nostra or the Mob, to change from doing bank robberies
and bank embezzlements to an extended multi-year integrated
multi-agency plan to address a threat against the United States
and we adapted then. I do believe we are adapting, and will con-
tinue to adapt with this new challenge thanks to the dedication
and loyalty of FBI agents and analysts and support staff to the Bu-
reau, the Government, the American people, and their under-
standing the importance of our role in protecting the national secu-
rity of the United States.

With that, thank you, sir.

Senator GREGG. We thank you for your service and thank your
agents for their service and the people who work at the FBI and
do an extraordinary job. It is very much appreciated. To the extent
we criticize you, we hope it is taken as constructive. That is our
goal. Thank you.

Mr. MUELLER. Thank you, sir.

STATEMENT OF GLENN A. FINE, INSPECTOR GENERAL, DEPARTMENT
OF JUSTICE

Senator GREGG. Our next panel will include members of the Gov-
ernment Accountability Office and the Inspector General.

We have with us Glenn Fine, who is the Inspector General for
the Department of Justice; Dr, Randolph Hite and Dr. Laurie
Ekstrand, who both work for the Government Accountability Office.
All of them specialize, obviously, in making sure that various agen-
cies function efficiently and effectively and focus especially on the
issue of the FBI and other agencies responsible for
counterterrorism.

We appreciate you taking the time to come and testify. You all
were here to hear, I believe, Director Mueller’s thoughts and what
we would like to do is get your thoughts on the specific issues of
technology and how it is being put in place at the FBI and what
we can do to make sure we don’t have these continued cost over-
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runs, and more importantly, what we can do to make sure the tech-
nology works the way it is supposed to work.

We will start with Mr. Fine, anything you wish to say, or if you
want to submit a statement, that is fine, too.

Mr. FINE. Thank you, Mr. Chairman. Thank you for inviting me
to testify about the FBI’s efforts to modernize its information tech-
nology systems. Within the past 2 years, the Office of the Inspector
General has issued several reports that examined IT issues in the
FBI, including a review of the FBI’s management of its IT invest-
ments as well as the implementation of the FBI’s most important
IT project, Trilogy.

My written statement provides a detailed description of the his-
tory of delays and cost overruns in Trilogy. My statement also de-
scribes other reviews that the OIG recently has completed or has
ongoing in the FBI, including a report describing the delays in inte-
grating IDENT, the Department of Homeland Security’s automated
fingerprint identification database, with IAFIS, the FBI’s finger-
print database; a review of the FBI’s use of investigative resources
before and after the September 11 attacks; a report examining the
FBI’s failure to detect the espionage of Robert Hanssen for more
than 20 years; and ongoing reviews of other important FBI pro-
grams, such as the FBI laboratory’s DNA unit, the FBI’'s Language
Translation Services Program, and the FBI's Foreign Legats,
among others.

You have asked me in my oral remarks this morning to briefly
focus on the OIG’s assessment of the Trilogy project. Trilogy is es-
sential to modernizing the FBI's archaic and inadequate computer
systems. The FBI’s current systems do not permit FBI employees
to readily access and share information throughout the FBI. With-
out this capability, the FBI cannot efficiently investigate criminal
cases, effectively analyze intelligence information, and bring to-
gether all the investigative information in the FBI's possession to
solve crimes and help prevent future terrorist attacks.

The Trilogy project, as you know, has three main components:
One, the upgrade of the FBI’s hardware and software; two, the up-
grade of the FBI’s communications network; and three, the upgrade
and consolidation of the FBI’s five most important investigative ap-
plications.

Our reviews have found that Trilogy has grown from what in the
year 2000 was estimated to be a 3-year, $379 million project to
what is now a $581 million project that may not even be fully com-
pleted before the end of this calendar year. Senior FBI IT man-
agers recently told OIG auditors that the infrastructure compo-
nents, the first two components of Trilogy, should be completed by
April 30. However, there is still a significant risk of missing even
the latest deadline.

The third component of Trilogy, upgrading and consolidating the
investigative applications, is still ongoing. The most important part
of this component is the Virtual Case File, which will replace the
FBI's inadequate Automated Case Support System.

In our view, the reasons for the repeated delays and the in-
creased costs in the Trilogy project include poorly defined require-
ments as Trilogy was developed, the lack of firm milestones and
penalties to the contractors for missing deadlines, the FBI’s weak
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IT investment management structure and processes, the lack of a
qualified project integrator to manage the two main Trilogy con-
tractors and take responsibility for the overall integrity of the final
product, and the lack of FBI management continuity and oversight,
due in part to the frequent turnover of senior FBI IT managers.

These problems with Trilogy were consistent with the OIG’s re-
peated warnings about the FBI's IT systems and its management
processes in general. A variety of OIG reports have identified sig-
nificant deficiencies in the FBI’s IT program, including fragmented
management, inadequate training, and a failure to adequately re-
spond to recommendations regarding IT improvements.

Although the FBI has had a difficult time developing and deploy-
ing Trilogy, at this juncture the completion of at least the initial
phase of Trilogy is in site. Director Mueller has made Trilogy a pri-
ority and has focused personal attention on this project, to his cred-
it. In addition, the FBI recently appears to have focused its atten-
tion on addressing many of the weaknesses we have described.
Both the FBI and the Department of Justice now have Chief Infor-
mation Officers who appear committed to a no-nonsense approach
to managing the Trilogy project.

Once completed, Trilogy will significantly enhance the FBI’s abil-
ity to manage its cases and share information. But more progress
is still needed on Trilogy’s user applications, particularly the Vir-
tual Case File, and completion of Trilogy will not signal the end of
the FBI’s IT modernization effort. Trilogy will only lay the founda-
tion for future IT advancements.

The FBI must focus sustained attention on ensuring that it has
state-of-the-art information technology systems to permit FBI em-
ployees to effectively process and share information. As the FBI
looks to the future to meet the continuing threat of terrorism and
the increased sophistication of domestic and international crime, it
must give its employees the IT tools they need to perform their
mission effectively and efficiently. Given the importance of this
issue, the OIG will continue to review and report on the FBIs
progress or lack of progress in this critical area.

That concludes my prepared statement and I would be happy to
answer any questions, Mr. Chairman.

PREPARED STATEMENT

Senator GREGG. I have got a lot of questions, but I want to hear
from the whole panel first.
[The statement follows:]

PREPARED STATEMENT OF GLENN A. FINE

Mr. Chairman, Senator Hollings, and Members of the Subcommittee on Com-
merce, Justice, State and the Judiciary:

INTRODUCTION

I appreciate the opportunity to testify before the Subcommittee as it examines the
Federal Bureau of Investigation’s (FBI) fiscal year 2005 budget request. I have been
asked to speak about the FBI’s progress in modernizing its information technology
(IT) systems, specifically its agency-wide IT modernization project known as Trilogy.
Within the past two years, the Office of the Inspector General (OIG) has issued sev-
eral reports that examined IT-related issues at the FBI, including the FBI’s respon-
siveness to previous OIG recommendations dealing with IT issues and a review of
the FBI’s IT Investment Management process. As part of the latter review, issued
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in December 2002, we examined the FBI’s implementation of Trilogy. In addition,
last month we opened a new audit that is currently examining the overall manage-
ment of the Trilogy project and the extent to which Trilogy will meet the FBI’s cur-
rent and longer-term IT requirements.

Our overall assessment is that the FBI has had a difficult time trying to mod-
ernize its information technology systems, and has experienced a series of delays,
missed deadlines, and cost increases. However, at this juncture, the completion of
Trilogy is in sight. Director Mueller has made Trilogy a priority and has focused
personal attention on this project, to his credit. Although more progress is needed
on Trilogy’s user applications, particularly the Virtual Case File, once completed
Trilogy will significantly enhance the FBI’s ability to manage its cases and share
information.

Trilogy and the first version of the Virtual Case File system are just the start
of the FBI’s information technology modernization effort. In the years ahead, the
FBI will need to focus even greater attention to ensure that it implements state-
of-the-art information technology to allow its employees to effectively perform their
critical mission.

In the first section of my statement, I will provide a brief overview of the Trilogy
project, describe the history of the FBI's progress in developing Trilogy, and summa-
rize the OIG’s preliminary assessment of the reasons for the delays in its implemen-
tation. In the next section, I will discuss the results of other, recent OIG reviews
of the FBI’s IT management process. I will conclude the statement by providing a
brief overview of recently completed and ongoing OIG reviews that examine other
important FBI issues that may be useful to this Committee.

THE TRILOGY PROJECT

Overview

Trilogy is the largest of the FBI’s IT projects and has been recognized by the FBI
and Congress as essential to modernizing the FBI’s archaic and inadequate com-
puter systems. One component of Trilogy, the Virtual Case File, will replace one of
the FBI's inadequate database systems, the Automated Case Support (ACS) system,
which is used as a case tracking system. Among its many shortcomings, ACS does
not permit FBI agents, analysts, and managers to readily access and share case-re-
lated information throughout the FBI. Without this capability, the FBI cannot effi-
ciently investigate criminal cases, analyze intelligence information, and bring to-
gether all of the investigative information in the FBI’s possession to help prevent
future terrorist attacks.

The Trilogy project has three main components:

—Information Presentation Component (IPC)—intended to upgrade the FBI’s

hardware and software;

—Transportation Network Component (TNC)—intended to upgrade the FBI’s com-

munication networks; and

—User Applications Component (UAC)—intended to upgrade and consolidate the

FBI’s five most important investigative applications.

The first two components of Trilogy provide the infrastructure needed to run the
FBI’s various user applications. The User Application component of Trilogy will up-
grade and consolidate the FBI’s investigative applications, beginning with the five
most critical. However, it is important to note that Trilogy will not replace the 37
other less-critical investigative applications or the FBI's approximately 160 other
non-investigative applications. Rather, Trilogy is intended to lay the foundation so
that future enhancements will allow the FBI to achieve a state-of-the-art IT system
that integrates all of the agency’s investigative and non-investigative applications.

Project Schedule and Costs

In the last several years, the FBI's Trilogy project has suffered a continuing series
of missed completion estimates and associated cost growth. In November 2000, Con-
gress appropriated $100.7 million for the initial year of what was estimated to be
a 3-year, $379.8 million project. The FBI hired DynCorp in May 2001 (in March
2003, DynCorp was merged into Computer Sciences Corporation (CSC)) as the con-
tractor for the IPC/TNC infrastructure components of Trilogy. At that time, the
scheduled completion date for the Trilogy infrastructure was May 2004. In June
2001, the FBI hired Science Applications International Corporation (SAIC) to com-
plete the user applications component of Trilogy—including the Virtual Case File—
with a scheduled completion date of June 2004.

Infrastructure Components

A stable schedule for Trilogy was never firmly established for much of the
project’s history. Beginning in 2002, the FBI's estimated dates for completing the
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Trilogy project components began to swing back and forth and were revised repeat-
edly. The FBI moved up the completion date for deploying the Trilogy infrastructure
to June 2003 from the original date of May 2004 because the September 11, 2001,
terrorist attacks had increased the urgency of completing Trilogy. Later, the FBI
said the infrastructure would be completed by December 31, 2002. In February
2002, the FBI informed Congress that with an additional $70 million, the FBI could
accelerate the deployment of Trilogy. According to the FBI, this acceleration would
include completion of the two infrastructure components by July 2002 and rapid de-
ployment of the most critical analytical tools in the user applications component.
Congress therefore supplemented the FBI’s fiscal year 2002 Trilogy budget by $78
million, for a total of §458 million, to accelerate the completion of all three compo-
nents.

The promised milestone for completing the infrastructure components slipped
from July 2002 to October 2002 and then to March 2003. On March 28, 2003, CSC
completed the Wide Area Network for Trilogy. In April 2003, Director Mueller re-
ported to Congress that more than 21,000 new desktop computers and nearly 5,000
printers and scanners had been deployed. He also reported that the Trilogy Wide
Area Network—with increased bandwidth and three layers of security—had been
deployed to 622 sites. While this deployment improved the hardware available to
FBI staff, it provided no new software capability.

In April 2003, the FBI and CSC agreed to a statement of work for the remaining
infrastructure components of Trilogy, including servers, upgraded software, e-mail
capability, and other computer hardware, with final engineering change proposals
and a completion date of October 31, 2003. In August 2003, CSC informed the FBI
that the October 2003 completion date would slip another two months to December
2003. In October 2003, CSC and the FBI agreed that the December 2003 date again
would slip.

The General Services Administration’s Federal Systems Integration and Manage-
ment Center, known as FEDSIM, competes, awards, and manages contracts for its
federal agency clients. FEDSIM had used its Millennia contracting vehicle to award
contracts for Trilogy on behalf of the FBI. In November 2003, the General Services
Administration formally announced that CSC failed to meet the deadline for com-
pleting work on the infrastructure portions of Trilogy that are required to support
the user applications, including the Virtual Case File.

On December 4, 2003, CSC signed a commitment letter agreeing to complete its
infrastructure portions of the Trilogy project by April 30, 2004, for an additional
$22.9 million, including an award fee of over $4 million. An award fee is used when
the government wants to motivate a contractor with financial incentives. The FBI
covered these additional costs by reprogramming funds from other FBI appropria-
tions. In January 2004, the FBI converted the agreement with CSC to a revised
statement of work providing for loss of the award fee if the April 30, 2004, deadline
is not met. In addition, the revised statement of work provides for cost sharing at
a rate of 50 percent for any work remaining after the April 30 deadline.

As of early March 2004, CSC was in the process of installing in the FBI’s field
offices the remaining computer hardware infrastructure needed to use the pre-
viously deployed Wide Area Network. If completed by April 30, 2004, the original
target set in 2001 for the infrastructure components of Trilogy will be met, but the
accelerated schedule funded by Congress will be missed by some 22 months.

Senior FBI IT managers recently told OIG auditors that the infrastructure compo-
nents appear to be on target for meeting the latest milestone of April 30, 2004, al-
though they cautioned that there is a risk of missing this latest deadline because
the schedule is ambitious and there is no slack time. However, other FBI officials
involved in the project believed that CSC’s ability to complete the remaining engi-
neering work by April 30, 2004, is an open question. A contractor recently hired by
the FBI’s Chief Information Officer to facilitate solutions with the two Trilogy con-
tractors described the April 30 deadline as “a real management challenge.”

User Applications

With respect to development of the Virtual Case File, the first of three system
deliveries for the Virtual Case File occurred in December 2003. However, it was not
functional and therefore was not accepted by the FBI. FBI officials told our auditors
that, as of January 2004, 17 issues of concern pertaining to the functionality and
basic design requirements of the Virtual Case File needed to be resolved before the
Virtual Case File could be deployed. According to FBI personnel working on the res-
olution of these problems, the 17 issues were corrected as of March 7, 2004. How-
ever, significant work still remains on addressing security aspects and records man-
agement issues in the Virtual Case File.
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The FBI is now requiring the contractor, SAIC, to provide a new, realistic comple-
tion date and cost estimate for delivery of a usable Virtual Case File. Based on this
information, expected within the next week or two, the FBI intends to renegotiate
the contract for the user applications component to include firm, verifiable mile-
stones and penalties for missing the milestones.

The remaining work required to actually deploy a usable and functional initial
version of the Virtual Case File appears significant. The Virtual Case File will be
installed in stages, with the first stage including the migration of the ACS database.
However, our conversations with FBI IT managers suggest uncertainty about the
completion dates for each stage. As noted above, the timetable is currently being ne-
gotiated with SAIC.

No one interviewed by our auditors in the FBI, the Department, or the General
Services Administration thought the Virtual Case File would be ready when the
supporting infrastructure for the system is scheduled to be in place as of April 30,
2004. They said that to speed the delivery of at least a basic functional Virtual Case
File system, it is possible that some features initially intended as part of the first
delivery of the system will have to be deferred until later. Many FBI managers told
us that they are uncertain whether a functional, complete version of the VCF will
be deployed before the end of calendar year 2004.

Trilogy Cost

In addition to frequent schedule slippages, Trilogy costs have grown considerably.
To accelerate the project, the original estimated project cost of $380 million in-
creased by $78 million to $458 million. Through reprogramming and other funding
in fiscal year 2003, the currently authorized total funding level is $581 million. Ac-
cording to an FBI report, as of January 2004 the remaining available funds were
about $12 million. As of March 19, 2004, the FBI’s Chief Information Officer be-
lieved that current funding appears to be adequate to complete Trilogy. However,
in our view, until the user applications contractor provides an updated cost esti-
mate, it will be difficult to gauge the approximate total cost of the Trilogy project,
particularly since enhanced versions are planned sometime after the initial deploy-
ment.

Further, the FBI’s ability to track Trilogy costs adequately was questioned by a
March 3, 2004, FBI inspection report. The report recognized internal control weak-
nesses and said that Trilogy-related financial records are fragmented and decentral-
ized with no single point of accountability. Because the FBI’s Financial Management
System does not capture detailed Trilogy-related expenditures, FBI auditors could
not ascertain a “global financial profile” of Trilogy.

Problems in Trilogy’s Development

Based on the OIG’s previous audit work that examined the FBI's IT management
process, together with the preliminary results of our ongoing audit of Trilogy, we
believe the reasons for the delays and associated increased costs in the Trilogy
project include: lack of firm milestones and penalties for missing milestones; lack
of a qualified project integrator who would manage the interfaces between the two
contractors and would have responsibility for the overall integrity of the final prod-
uct; weak IT investment management structure and processes; until recently, lack
of management continuity and oversight due, in part, to the frequent turnover of
FBI IT managers and the FBI's focus on its other important law enforcement chal-
lenges; poorly-defined requirements that evolved as the project developed; and unre-
alistic scheduling of tasks by the contractors.

Contract Weaknesses

The FBI’s current and former Acting Chief Information Officers told us that the
primary reason for the schedule and cost problems associated with the infrastruc-
ture components of Trilogy is a weak statement of work in the contract with CSC.
In addition, despite the use of two contractors to provide three major project compo-
nents, until recently the FBI did not hire a project integrator to manage contractor
interfaces and take responsibility for the overall integrity of the final product. Ac-
cording to FBI IT managers, FBI officials acted as the project integrator even
though they had no experience to perform such a role.

According to FBI IT and contract managers, the “cost plus” award fee type of con-
tracts used for Trilogy did not require specific completion milestones, did not include
critical decision review points, and did not provide for penalties if the milestones
were not met. Under cost plus award fee contracts, the contractors are only required
to make their best effort to complete the project. Furthermore, if the FBI does not
provide reimbursement for the contractors’ costs, under these agreements the con-
tractors can cease work. Consequently, in the view of the FBI managers with whom
we spoke, the FBI was largely at the mercy of the contractors.
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FEDSIM representatives explained that a cost-plus contract is used for large
projects where the requirements and the costs are not defined sufficiently to allow
for a firm fixed-price contract. The FEDSIM’s Millennia contracting vehicle cur-
rently has nine “industry partners” who are eligible to bid on federal projects. Under
Millennia, contracts can be awarded relatively quickly because of the limited num-
ber of potential bidders. Because the FBI wanted a quick contract and did not have
highly defined requirements, it used the cost plus award fee contract vehicle.

In our ongoing audit of Trilogy, we plan to evaluate the effect of the contractual
terms on the schedule, cost, and performance of the project.

IT Investment Management Weaknesses

In addition to the lack of controls built into the statements of work for Trilogy,
the FBI’s investment management process was not well developed. Had the FBI de-
veloped a mature IT investment management process, the Trilogy project likely
could have been completed more efficiently and timely. The investment management
process at the FBI is still in the early stages of development. Absent a mature IT
investment process, FBI IT investment efforts are at risk for significant develop-
mental problems.

Management Continuity and Oversight

Part of the problem acknowledged by the FBI for not acting timely on IT rec-
ommendations from the OIG over the years has been the turnover of key FBI man-
agers. Similarly, we believe that turnover in key positions affected the FBI’s ability
to manage and oversee the Trilogy project.

Since November 2001, 14 different key IT managers have been involved with the
Trilogy project, including 5 Chief Information Officers or Acting Chief Information
Officers and 9 individuals serving as project managers for various aspects of Trilogy.
This lack of continuity among IT managers contributed to the problems of ensuring
the effective and timely implementation of the Trilogy project. According to con-
tractor personnel who are advising the FBI on Trilogy, the FBI also suffered from
a lack of engineering expertise, process weaknesses, and decision-making by com-
mittees instead of knowledgeable individuals. In the contractors’ opinion, weak gov-
ernment contract management has created more of the problem with Trilogy than
the terms of the contracts.

We have spoken to many officials in the FBI, the Department of Justice, and
FEDSIM who believe that the FBI has recently improved its management and over-
sight of Trilogy and of information technology in general. The FBI appears to have
hired from other federal agencies and from private industry capable individuals, in-
cluding the current Acting Chief Information Officer and several key project man-
agement personnel. Officials within both the Department of Justice and the FBI
now are optimistic that the FBI’s current information technology management team
has the talent to solve the FBI’s problems in this area. We also have been impressed
with the quality of the FBI’s current managers of Trilogy, including the Acting Chief
Information Officer. However, we believe it essential for the FBI to maintain con-
tinuity in the management of Trilogy.

Lack of Defined Design Requirements

One of the most significant problems with managing the schedule and costs of the
Trilogy project was the lack of a firm understanding of the design requirements by
both the FBI and the contractor. Not only were Trilogy’s requirements ill defined
and evolving as the project progressed, but certain events triggered the need to
change initial design concepts. For example, after September 11, 2001, Director
Mueller recognized that the initial concept of simply modifying the old Automated
Case Support system would not serve the FBI well over the long run, and the FBI
created the plans for the Virtual Case File. Other changes to the design occurred
because of the experiences and lessons learned from the response to the September
11 terrorist attacks, the Hanssen espionage case, and the belated production of doc-
uments to defense attorneys in the Oklahoma City bombing case.

However, during the initial years of the project, the FBI had no firm design base-
line or roadmap for Trilogy. The FBI also may have overly relied on contractor ex-
pertise to help define the requirements, while the contractor may have overly relied
on the FBI to provide direction for the Trilogy design.

Unrealistic Scheduling of Tasks
According to an FBI official monitoring development of the Trilogy infrastructure,
CSC has had problems producing an appropriate resource-driven work schedule.
Furthermore, SAIC is using a scheduling tool for development of the user applica-
tions component with which the FBI is unfamiliar. In our view, unrealistic sched-
uling of project tasks has led to a series of raised expectations, followed by frustra-
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tion when the completion estimates were missed. We intend to examine the sched-
ules more closely in our ongoing audit of the Trilogy project.

Prior OIG Audits on FBI IT Investment Management Practices and FBI’s Implemen-
tation of IT Recommendations

The problems demonstrated by the Trilogy project were consistent with our con-
cerns about the FBI’s IT systems and management process in general. Since 1990,
various OIG reports have identified significant deficiencies with the FBI’s IT pro-
gram, including outdated infrastructures, fragmented management, ineffective sys-
tems, and inadequate training. Within the past 18 months, the OIG completed two
reviews that looked at these and other aspects of the FBI’s efforts to modernize its
IT systems, one issued in December 2002 and the other issued in September 2003.

The first audit, issued in December 2002, examined the FBI’s IT investment man-
agement practices. The OIG found that, in the past, the FBI had not effectively
managed its IT investments because it failed to: (1) effectively track and oversee the
costs and schedules of IT projects; (2) properly establish and effectively use IT in-
vestment boards to review projects; (3) inventory the existing IT systems and
projects; (4) identify the business needs for each IT project; and (5) use defined proc-
esses to select new IT projects. We concluded that despite efforts to improve its IT
management, the FBI had not fully implemented the above five critical processes
associated with effective IT investment management. Consequently, the FBI contin-
ued to spend hundreds of millions of dollars on IT projects without adequate assur-
ance that the projects would meet their intended goals.

Our audit made eight recommendations with respect to Trilogy, including urging
the FBI to establish cost, schedule, technical, and performance baselines and track
significant deviations from these baselines, and taking corrective action as nec-
essary. The FBI agreed with all eight of the Trilogy-related recommendations, with
one minor exception, and to date has taken corrective action on three.

In a September 2003 audit, the OIG comprehensively examined the FBI’s imple-
mentation of the OIG’s prior IT-related recommendations. While the FBI had made
substantial progress on many of the recommendations, implementing 93 of 148 total
recommendations, we concluded that full implementation of the remaining rec-
ommendations was needed to ensure that the FBI’s IT program effectively supported
the FBI’s mission.

OIG Conclusions on Trilogy

In sum, we found various reasons for Trilogy’s delays and problems. Initially, the
FBI did not have a clear vision of what the FBI's Trilogy modernization project
should achieve, let alone specific design requirements, and the contractors were not
held to a firm series of achievable milestones. The FBI’s investment management
process also left it ill equipped to ensure that all three components of Trilogy were
developed in an integrated fashion. Moreover, at the outset, the FBI and others did
not provide consistent or effective management of Trilogy, leading to technical and
scheduling problems.

The FBI recently appears to have focused attention on addressing much of these
weaknesses. Our preliminary assessment is that both the FBI and the Department
of Justice now have Chief Information Officers who are committed to a successful
implementation of Trilogy, with a no-nonsense approach to managing the Trilogy
contracts and a commitment to closely monitor its progress. The FBI also appears
to be attempting to ensure that Trilogy is completed as soon as possible, and the
General Services Administration also is participating fully in this oversight role. In
addition, the Department of Justice Chief Information Officer meets regularly with
FBI and GSA staff to oversee progress on Trilogy. However, significant work re-
mains, particularly on the Virtual Case File, which may not be fully implemented
by the end of this year. Because of the importance of the Trilogy project, the OIG
will continue to monitor the FBI's implementation of Trilogy.

ADDITIONAL OIG REVIEWS IN THE FBI

In addition to these IT reviews, the OIG continues to conduct wide-ranging re-
views of other priority issues in the FBI. The following are a few examples of re-
cently completed reviews in the FBI, as well as ongoing OIG reviews, that may be
of interest to the Committee.

Recently Completed OIG Reviews

IDENT/IAFIS: The Batres Case and the Status of the Integration Project.—In
early March 2004, the OIG issued a special report that examined the status of ef-
forts to integrate IDENT, the Department of Homeland (DHS) Security’s automated
fingerprint identification database, with IAFIS, the FBI's automated fingerprint
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identification database. The OIG review described the tragic consequences that can
result because these immigration and criminal fingerprint identification systems are
not integrated. Victor Manual Batres, an alien who had an extensive criminal his-
tory, was caught two times by the Border Patrol attempting to enter the United
States illegally. Both times the Border Patrol voluntarily returned him to Mexico
without checking his criminal record. He came back into the United States, where
he raped and murdered a nun. During this period, the Border Patrol never learned
of his extensive criminal history, which should have subjected him to detention and
prosecution, partly because IDENT and IAFIS are not linked.

The OIG has reported extensively on the slow pace of the integration of IDENT
and IAFIS in several reports over the past few years. In the Batres report, we noted
that according to the Department and DHS timetable provided to us by integration
project managers, full integration of the two systems was not scheduled to be com-
pleted for many years. Since issuance of our Batres report several weeks ago, DHS
leaders have publicly stated that the integration process will be expedited, and that
hardware to allow Border Patrol agents to check detained aliens in both IDENT and
IAFIS will be provided to Border Patrol stations on an expedited timetable. How-
ever, additional issues remain to be resolved, such as access to DHS’s immigration
databases by the FBI and state and local officials and questions about what finger-
print information will be made available to immigration inspectors at ports of entry.

The FBI’s Efforts to Improve the Sharing of Intelligence and Other Information.—
A December 2003 OIG audit examined the FBI’s efforts to enhance its sharing of
intelligence and law enforcement information with federal, state, and local officials.
The audit noted that fundamental reform with regard to sharing this information
is under way at the FBI. The audit also found that the FBI has taken a series of
actions to improve its ability to communicate information within the FBI, analyze
intelligence, and disseminate information outside the FBI. However, the OIG audit
described continued obstacles to the FBI’s reform efforts and cited the need for: (1)
improving information technology; (2) improving the FBI’s ability to analyze intel-
ligence; (3) overcoming security clearance and other security issues concerning the
sharing of information with state and local law enforcement agencies; and (4) estab-
lishing policies and procedures for managing the flow of information.

FBI Casework and Human Resource Allocation.—A September 2003 OIG audit ex-
amined the FBI’s use of resources in its investigative programs over a 7-year pe-
riod—6 years prior to September 11, 2001, and 9 months after that date. The audit
provided detailed statistics on the FBI’s allocation of resources to its ten program
areas during this period. It also examined the FBI’s planned allocation of resources
during this same period compared to the actual allocation of resources. In addition,
the OIG audit detailed the types and numbers of cases the FBI investigated in these
program areas. Using data from the FBI's systems, the OIG found that although
the FBI had identified combating terrorism as its top priority in 1998, until the Sep-
tember 11 attacks it devoted significantly more of its agent resources to traditional
law enforcement activities, such as white-collar crime, organized crime, drug, and
violent crime investigations, than to its counterterrorism programs.

In a current follow-up review examining the FBI's use of resources, the OIG is
examining in greater detail the operational changes in the FBI resulting from this
ongoing reprioritization effort, including the types of offenses that the FBI is no
longer investigating at pre-September 11 levels and the changes in the types of
cases worked at individual field offices. After completing this follow-up review, the
OIG plans to open an additional audit to obtain feedback from federal, state, and
local law enforcement agencies regarding the impact of the FBI’s reprioritization on
their operations.

Review of the FBI’s Performance in Deterring, Detecting, and Investigating the Es-
pionage Activities of Robert Philip Hanssen.—In a comprehensive special report re-
leased in August 2003, the OIG examined the FBI’s efforts to detect, deter, and in-
vestigate the espionage of Robert Hanssen, the most damaging spy in FBI history.
The OIG review concluded that Hanssen escaped detection not because he was ex-
traordinarily clever and crafty in his espionage, but because of long-standing sys-
temic problems in the FBI's counterintelligence program and a deeply flawed FBI
internal security program. The review also found that the FBI has taken important
steps to improve its internal security program since Hanssen’s arrest, including the
implementation of a counterintelligence-focused polygraph examination program, de-
velopment of a financial disclosure program, and creation of a Security Division.
However, the OIG review concluded that some of the most serious weaknesses still
had not been remedied fully. The OIG is continuing to monitor the FBI’s response
to the recommendations in this report.
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Ongoing Reviews

In addition to these recently issued reports, the OIG has additional reviews under
way that are examining other critical issues in the FBI. Examples of these ongoing
reviews include the following.

Terrorist Screening Center.—On September 16, 2003, the President established
the Terrorist Screening Center (TSC) to consolidate terrorist watch lists and provide
24/7 operational support for thousands of federal officers who need access to such
watch lists. The FBI was assigned responsibility to administer the TSC and is work-
ing with the DHS, the Department of State, the Central Intelligence Agency, and
other agencies to make the TSC operational. Last week, the OIG initiated an audit
to examine whether the TSC: (1) has implemented a viable strategy for accom-
plishing its mission; (2) is effectively coordinating with participating agencies; and
(3) is appropriately managing the terrorist-related information to ensure that a com-
plete, accurate, and current watch list is developed and maintained.

Attorney General Guidelines.—In May 2002, the Attorney General issued revised
guidelines that govern general crimes and criminal intelligence investigations. The
OIG review is examining the FBI’s implementation of the four sets of guidelines:
Attorney General’s Guidelines Regarding the Use of Confidential Informants; Attor-
ney General’s Guidelines on FBI Undercover Operations; Attorney General’s Guide-
lines on General Crimes, Racketeering Enterprise and Terrorism Enterprise Inves-
tigations; and Revised Department of Justice Procedures for Lawful, Warrantless
Monitoring of Verbal Communications. The OIG review seeks to determine what
steps the FBI has taken to implement the Guidelines, examine how effective those
1s.teps have been, and assess the FBI’s compliance with key provisions of the Guide-
ines.

Terrorism Task Forces.—The OIG is examining how the law enforcement and in-
telligence functions of the Department’s Terrorism Task Forces support their efforts
to detect, deter, and disrupt terrorism. The review is specifically evaluating the pur-
pose, priorities, membership, functions, lines of authority, and accomplishments for
the FBI's Joint Terrorism Task Forces, National Joint Terrorism Task Force, For-
eign Terrorist Tracking Task Force, the United States Attorneys’ Offices’ Anti-Ter-
rorism Advisory Councils, and the Deputy Attorney General’s National Security Co-
ordination Council.

DNA Laboratory.—The OIG is completing a review that examines the failure of
a former technician in the FBI Laboratory DNA Analysis Unit to complete steps de-
signed to detect contamination in the analysis process. In addition, with the assist-
ance of nationally known DNA scientists, the OIG is completing a broader assess-
ment of the DNA Analysis Unit to determine if vulnerabilities exist in its DNA pro-
tocols and procedures.

Language Translation Services.—The OIG is reviewing the FBI’s language trans-
lation services program in light of the FBI’s efforts after the September 11 terrorist
attacks to hire linguists and to use technology to handle the increasing backlog of
counterterrorism and foreign counterintelligence translation work. The OIG review
will examine the extent and causes of any FBI translation backlog; assess the FBI’s
efforts to hire additional translators; and evaluate whether FBI procedures ensure
appropriate prioritization of work, accurate and timely translations of pertinent in-
formation, and proper security of sensitive information.

Intelligence Analysts.—One of the FBI’s primary initiatives after the September
11 terrorist attacks was to enhance the FBI’s analytical ability and intelligence ca-
pabilities. An OIG audit is examining how the FBI hires, trains, and staffs the var-
1ous categories of FBI intelligence analysts. The OIG is reviewing the FBI’s progress
toward meeting hiring, retention, and training goals as well as how analysts are
used to support the FBI’s counterterrorism mission.

Legal Attaché Program.—The FBI's overseas operations have expanded signifi-
cantly in the last decade. The FBI operates offices known as Legal Attaché or
Legats in 46 locations around the world. The primary mission of Legats is to sup-
port FBI investigative interests by establishing liaison with foreign law enforcement
agencies. Through interviews and visits to several Legats, an OIG review is exam-
ining the type of activities performed by Legats, the effectiveness of Legats in estab-
lishing liaison with foreign law enforcement agencies and coordinating activities
with other law enforcement and intelligence agencies overseas, the criteria used by
the FBI to determine the placement of Legat offices, and the process used for select-
ing and training FBI personnel for Legat positions.

Smith/Leung Case.—At the request of FBI Director Mueller, the OIG is con-
ducting a review of the FBI’s performance in connection with former FBI Super-
visory Special Agent James J. Smith, who recently was charged with gross neg-
ligence in his handling of national defense information. The OIG’s review will exam-
ine Smith’s career at the FBI and his relationship with Katrina Leung, an asset in
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the FBI’s Chinese counterintelligence program with whom Smith allegedly had a
long-term intimate relationship. The OIG also will examine a variety of performance
and management issues related to the Smith/Leung case.

CONCLUSION

The FBI is making significant strides in reevaluating and reengineering many of
its historic processes and procedures. Central to this transformation is the FBI's
critical need to modernize its archaic IT systems. Development and deployment of
the Trilogy system—the centerpiece of the agency’s IT modernization project—has
until recently been frustratingly delayed and costly. The delays have left FBI man-
agers, agents, analysts, and other employees without the modern tools they need.
Considering the antiquated information technology environment in which they have
had to operate for many years, FBI employees deserve much credit for what they
have been able to accomplish.

Trilogy, when it is finally implemented, will greatly enhance the FBI’s informa-
tion technology capabilities. Much of the Trilogy upgrade is nearing completion, al-
though the Virtual Case File still needs significant effort. However, implementation
of Trilogy will not signal the end of the FBI's information technology modernization
effort. The project will lay the foundation for future information technology advance-
ments, but constant effort will be needed to ensure that the FBI implements and
maintains cutting edge technology that permits its employees to effectively process
and share information. This must remain a critical priority for the FBI. The FBI
needs to provide sustained and careful management of the continuing upgrades to
ensure that FBI employees have the tools they need to perform their mission. The
FBT’s ability to perform its functions effectively, including counterterrorism, counter-
intelligence, and criminal law enforcement, depends to a large degree on the success
of the FBI’s information technology projects. Given the importance of this issue, the
OIG will continue to review and monitor the FBI’s progress in these efforts.

STATEMENT OF LAURIE E. EKSTRAND, DIRECTOR, HOMELAND SECU-
RITY AND JUSTICE ISSUES, GOVERNMENT ACCOUNTABILITY OF-
FICE

ACCOMPANIED BY RANDOLPH HITE, DIRECTOR, INFORMATION TECH-
NOLOGY ARCHITECTURE AND SYSTEMS ISSUES, GOVERNMENT
ACCOUNTABILITY OFFICE

Senator GREGG. Dr. Ekstrand?

Ms. EKSTRAND. Thank you, Mr. Chairman. I have a statement,
a brief oral statement for both Mr. Hite and myself, and this state-
ment covers overall progress in transformation, specifically in the
areas of strategic planning and human capital planning, informa-
tion technology management, and the realignment of staff re-
sources to priority areas.

Let me start with transformation. Overall, we are encouraged by
the progress that the FBI has made in several areas, and of par-
ticular note, we want to focus on the completion of a new strategic
plan and of a human capital plan. While for both of these plans we
can cite areas where they could be improved, on the whole, we be-
lieve they contain a number of elements of best practice.

Among the positive elements of the strategic plan include a com-
prehensive mission statement, results-oriented long-term goals and
objectives, and it delineates priorities. But it could be improved by
discussions of several additional topics, including how success in
achieving goals is going to be measured. We understand that the
FBI is going to augment their plan and include some of the infor-
rrfl‘?tion that we are recommending and we certainly commend that
effort.

In terms of strategic human capital planning, this also includes
a number of the principles of sound human capital planning. Our
main concerns in this area are that, first, the FBI has not hired
a human capital officer as yet, and second, the performance man-
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agement system for non-SES staff is not adequately linked to per-
formance.

Now let me turn your attention to the FBI’s effort to leverage the
vast potential of information technology, IT, to assist the Bureau
in transforming how it operates. While the FBI has long recognized
the potential, as evidenced by sizeable sums of money that it has
invested in IT projects, not the least of which is Trilogy, what it
has not recognized, as well, as is this: How well the Bureau man-
ages IT will ultimately determine how well the Bureau leverages
IT as a transformation tool.

Our research has shown that organizations that successfully ex-
ploit IT as a change agent employ similar approaches in managing,
including adopting a corporate or agency-wide approach to man-
aging IT, having an enterprise architecture, and having portfolio-
based investment management processes.

Unfortunately, the FBI has yet to manage its IT efforts in this
way. As we have previously reported, the absence of such an ap-
proach to IT management results in IT investments that are dupli-
cative, not interoperable, do not support mission goals and objec-
tives, and cost more and take longer to implement than they
should. In the case of the FBI, such cost, schedule, and perform-
ance problems can be seen in Trilogy.

Now, to the FBI’s credit, its strategic plan and its recent pro-
posals and actions recognize longstanding IT management short-
comings. That is the good news. The bad news is that until these
recent steps become institutionalized, the prognosis for the FBI’s
ability to effectively use IT to transform itself is uncertain, at best.

Now, just briefly, let me turn to the staffing of priority areas,
that is, counterterrorism, counterintelligence, and cyber, and the
effects on more traditional crime areas, specifically drugs, white
collar crime, and violent crime.

The FBI’s three top priority areas now deploy about 36 percent
of field agent positions, and this is the largest single category of
agents. But despite the growth in agents in the area, agents from
traditional crimes are still needed to work all leads, and this is
fairly substantial, as Director Mueller indicated.

Now, as would be suspected, the number of counterterrorism
matters have increased substantially since 9/11. Conversely, the
number of open matters in drugs, violent crime, and white collar
crime has diminished. We have ongoing work to develop further in-
formation concerning potential effects of these shifts, particularly
in the drug area, and we expect to report our findings later this
year.

This concludes our oral statement. Mr. Hite and I would be
happy to answer any questions.

Senator GREGG. Did you want to add anything, Mr. Hite?

Mr. HITE. No, sir. We are fully integrated and interoperable up
here.

PREPARED STATEMENT

Senator GREGG. That is a first. We appreciate that.
[The statement follows:]
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PREPARED STATEMENT OF LAURIE E. EKSTRAND
FBI TRANSFORMATION

FBI CONTINUES TO MAKE PROGRESS IN ITS EFFORTS TO TRANSFORM AND ADDRESS
PRIORITIES

What GAO Found

We commend the FBI for its progress in some areas of its transformation efforts
since we last testified on this subject in June 2003. We believe that commitment
from the top, a dedicated implementation team, involvement of employees in the
process, and the achievement of key milestones are encouraging signs of progress.
However, we continue to encourage the development of a comprehensive trans-
formation plan that would consolidate the crosswalks between the various aspects
of transformation. This could help management oversee all aspects of the trans-
formation.

The FBI’s strategic plan has been completed. Overall we found the plan has im-
portant strengths as well as some areas in which improvements could be made. For
example, the plan includes key elements of successful strategic plans (i.e. a com-
prehensive mission statement and results-oriented, long-term goals and objectives).
However, the plan is missing some elements that could have made it more inform-
ative. Officials advised us that some of these elements are available elsewhere (i.e.
lists of stakeholders and performance measures). The absence of these elements
makes the plan less comprehensive and useful.

The FBI has also developed a strategic human capital plan that contains many
of the principles that we have laid out for an effective human capital system (i.e.
the need to fill identified skill gaps by using personnel flexibilities). However, the
FBI has yet to hire a human capital officer to manage the implementation of this
process and the performance management system for the bulk of FBI personnel re-
mains inadequate to discern meaningful distinctions in performance.

The FBI recognizes the importance of information technology (IT) as a trans-
formation enabler, making it an explicit priority in its strategic plan and investing
hundreds of millions of dollars in initiatives to expand its systems environment and
thereby improve its information analysis and sharing. However, FBI’s longstanding
approach to managing IT is not fully consistent with the structures and practices
of leading organizations. A prime example of the consequences of not employing
these structures and practices is the cost and schedule shortfalls being experienced
on Trilogy, the centerpiece project to modernize infrastructure and case manage-
ment applications. Recent FBI proposals, plans, and initiatives indicate that it un-
derstands its management challenges and is focused on addressing them.

Another key element of the FBI's transformation is the realignment of resources
to better focus on the highest priorities—counterterrorism, counterintelligence and
cyber investigations. The FBI resources allocated to priority areas continue to in-
crease and now represent its single largest concentration of field agent resources—
36 percent of its fiscal year 2004 field agent positions.

Mr. Chairman and Members of the Subcommittee: We are pleased to be here
today to address this committee regarding GAO’s work assessing the Federal Bu-
reau of Investigation’s (FBI) transformation efforts. As you are well aware, the Sep-
tember 11, 2001, terrorist attacks were the most destructive and costly terrorist
events that this country has ever experienced. The event precipitated a shift in how
the FBI uses its investigative resources to prevent future terrorist incidents and ul-
timately led to FBI’'s commitment to reorganize and transform itself. Today’s testi-
mony follows up on our June 2003 testimony before the House Appropriations Sub-
committee on Commerce, Justice, State and the Judiciary and Related Agencies on
the FBI’s transformation efforts.®

It also draws on continuing work for the same subcommittee, the House Select
Committee on Intelligence and several individual requestors.

We will discuss the FBI’s: overall progress in transformation, efforts to update its
strategic plan, development of a strategic human capital plan, information tech-
nology management capabilities, and realignment of staff resources to priority areas
and the impact of the realignments on the FBI’s drug and other criminal investiga-
tion programs.

In brief, we commend the FBI for its progress in its transformation efforts. We
believe that commitment from the top, a dedicated implementation team, involve-
ment of employees, and the development of strategic and human capital plans are

1See U.S. General Accounting Office, FBI Reorganization: Progress Made in Efforts, but Major
Challenges Continue, GAO-03-759T (Washington, D.C.: June 18, 2003).
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encouraging signs of FBI’s reorganization progress. However, we want to note some
activities that may enhance the value of future planning efforts, reiterate the impor-
tance of developing and tracking measures of progress toward achieving goals, dis-
cuss the history and future of IT efforts, and the shift in resources from the tradi-
tional crime areas to the new priority areas.

Our testimony today is based on interviews with management and program offi-
cials at FBI headquarters during the last 2 years. We also interviewed management
personnel in FBI field offices; 2 and obtained input from special agents and analysts
in FBI field offices last spring.3 Additionally, to assess the progress that the FBI
has made in its transformation efforts, we reviewed information from an October
2003 and March 2004 briefing that the FBI provided to GAO on its transformation
efforts and FBI’s recent strategic plan and strategic human capital plan. We com-
pared these documents against GAO’s leading practices in the areas of organiza-
tional mergers and transformations, strategic planning, and strategic human capital
management.

We focused on assessing the FBI’s strategic plan for key elements required by the
Government Performance and Results Act of 1993 (GPRA).# GPRA provides a set
of practices for developing a useful and informative strategic plan that can be ap-
plied to any level of the federal government to improve the quality and informative
value of strategic plans to Congress, other key stakeholders, and the staff charged
with achieving the agency’s strategic goals. To make this assessment we used cri-
teria we developed for assessing agency strategic plans under GPRA.5 Our assess-
ment is based on a review of the FBI’s strategic plan with limited information about
the process the FBI undertook to develop the plan. We acknowledge that the FBI
may be addressing these elements in other ways.

We reviewed FBI’s strategic plan to see how it addressed six key elements: mis-
sion statement, long-term goals and objectives, relationship between the long-term
goals and annual performance goals, approaches or strategies to achieve the goals
and objectives, key external factors that could affect achievement of goals, and use
of program evaluation to establish or revise strategic goals.

Our analysis of the FBI’s information technology (IT) management capabilities is
based on our prior work on the FBI’s enterprise architecture efforts and follow-up
work to determine recent progress, information from the Justice Inspector General’s
work on evaluating the FBI’s IT investment management process, and recent work
on the organizational placement and authority of the FBI's Chief Information Offi-
cer (CIO). We also used our prior research of CIO management practices of success-
ful organizations and our evaluations of large IT modernization efforts similar to the
Trilogy program. Further, we conducted follow up work with the FBI’s program
management office to determine the cost and schedule overruns for Trilogy.

To address the effect of the FBI’s resource realignments on drug and other tradi-
tional law enforcement efforts, we analyzed FBI budgetary, staffing, and caseload
data and interviewed selected FBI, Drug Enforcement Administration (DEA), and
local law enforcement officials.®

We performed our audit work in accordance with generally accepted government
auditing standards.

2We judgmentally selected field offices with the largest number of special agent positions to
be reallocated either away from drug enforcement or to the counterterrorism program areas
based on the FBI's May 2002 reallocation plans. As a result, we visited the FBI's Atlanta, Chi-
cago, Dallas, Denver, Detroit, Los Angeles, Miami, Newark, New York City, Phoenix, Sac-
ramento, San Antonio, San Francisco, and Washington field offices in 2003 and the Dallas,
Miami, and Washington field offices in 2004.

3We obtained input from 176 special agents and 34 analysts. These FBI investigative re-
sources were not randomly selected from all agents and analysts in the 14 offices we visited.
In addition, we did not specifically choose the agents who completed our questionnaire. FBI field
office managers selected agents and analysts to participate in our inquiry. Consequently, we
consider the questionnaire and interview results to be indicators of the FBI's transformation ef-
forts but they cannot be generalized to all agents and analysts in these offices or to the FBI
nationwide.

4Pub. L. No. 103-62, 107 Stat. 285 (1993).

5U.S. General Accounting Office, Agencies’ Strategic Plans Under GPRA: Key Questions to Fa-
cilitate Congressional Review, GAO/GGD-10.1.16 (Washington, D.C.: May 1, 1997). U.S. General
Accounting Office, Executive Guide: Effectively Implementing the Government Performance and
Results Act, GAO/GGD-96-118 (Washington, D.C.: June 1996).

6We interviewed officials from the National Sheriffs’ Association, National Association of
Chiefs of Police, International Association of Chiefs of Police, and local police agencies located
in most of the cities in which we made FBI field office visits in 2003.



88

FBI Continues to Make Progress in its Transformation Efforts but Needs a Com-
prehensive Transformation Plan to Guide Its Efforts

In our June 2003 testimony on the FBI’s reorganization before the House Appro-
priations Subcommittee on Commerce, Justice, State, the Judiciary and Related
Agencies, we reported that the FBI had made progress in its efforts to transform
the agency, but that some major challenges continued?. We also noted that any
changes in the FBI must be part of, and consistent with, broader, government-wide
transformation efforts that are taking place, especially those resulting from the es-
tablishment of the Department of Homeland Security and in connection with the in-
telligence community. We also noted that to effectively meet the challenges of the
post-September 11, environment, the FBI needed to consider employing key prac-
tices that have consistently been found at the center of successful transformation
efforts.8 These key practices are to ensure that top leadership drives the trans-
formation; establish a coherent mission and integrated strategic goals to guide the
transformation; focus on a key set of principles and priorities at the outset of the
transformation, set implementation goals and a time line to build momentum and
show progress from day one; dedicate an implementation team to manage the trans-
formation process; use the performance management system to define responsibility
and ensure accountability for change; establish a communication strategy to create
shared expectations and report related progress; involve employees to obtain their
ideas and gain their ownership for the transformation; and build a world-class orga-
nization that continuously seeks to implement best practices in processes and sys-
tems in areas such as information technology, financial management, acquisition
management, and human capital.

Today, we continue to be encouraged by the progress that the FBI has made in
some areas as it continues its transformation efforts. Specifically worthy of recogni-
tion are the commitment of Director Mueller and senior-level leadership to the FBI’s
reorganization; the FBI’s communication of priorities; the implementation of core re-
engineering processes to improve business practices and assist in the bureau’s
transformation efforts?; the dedication of an implementation team to manage the
reengineering efforts; the development of a strategic plan and a human capital plan;
the efforts to involve employees in the strategic planning and reengineering proc-
esses; and the FBI’s efforts to realign its activities, processes, and resources to focus
on a key set of principles and priorities.

While the FBI has embedded crosswalks and timelines in their various trans-
formation plans that relate one plan to another, we still encourage the development
of an overall transformation plan that will pull all of the pieces together in one doc-
ument. This document can be both a management tool to guide all of the efforts,
as well as a communication vehicle for staff to see and understand the goals of the
FBI. It is important to establish and track intermediate and long-term trans-
formation goals and establish a timeline to pinpoint performance shortfalls and gaps
and suggest midcourse corrections. By demonstrating progress towards these goals,
the organization builds momentum and demonstrates that real progress is being
made. We will continue to review this issue.

FBI Has Developed a Strategic Plan with a Mission, Strategic Goals, and Ap-
proaches That Reflect Its New Priorities

When we last testified in June 2003, the FBI was in the process of compiling the
building blocks of a strategic plan. At that time it was anticipated that the plan
would be completed by the start of fiscal year 2004. Although delayed by about 5
months, the FBI has since completed its strategic plan.1? FBI officials indicated that
the implementation of two staff reprogrammings and delays in the appropriation of
its fiscal year 2003 and fiscal year 2004 budget, as well as initiatives undertaken
to protect the homeland during the war in Iraq, delayed the completion of the stra-
tegic plan.

7U.S. General Accounting Office, FBI Reorganization: Progress Made in Efforts to Transform,
but Major Challenges Continue GAO-03-759T (Washington, D.C.: June 18, 2003).

8 For more information, see U.S. General Accounting Office, Results- Oriented Cultures Imple-
mentation Steps to Assist Mergers and Organizational Transformation GAO-03-669 (Wash-
ington, D.C.: July 2, 2003).

9The FBI has core-reengineering processes under way in the following areas: (1) strategic
planning and execution, (2) capital (human and equipment), (3) information management, (4)
investigative programs, (5) intelligence, and (6) security management. There are about 40 busi-
ness process-reengineering initiatives under these six core areas. Appendix I outlines the var-
ious initiatives under each core area.

10 Strategic planning is one of about 40 ongoing reengineering projects the FBI has under-
taken to address issues related to its transformation efforts.



89

Overall we found the plan has some important strengths as well as some areas
in which improvements could be made. The strategic plan includes key elements of
successful strategic plans, including a comprehensive mission statement; results-ori-
ented, long-term goals and objectives; and approaches to achieve the goals and ob-
jectives. The FBI plan presents 10 strategic goals that appear to cover the FBI’s
major functions and operations, are related to the mission, and generally articulate
the results in terms of outcomes the FBI seeks to achieve. For example, one of the
plan’s strategic goals is “protect the United States from terrorist attack;” another
goal is “reduce the level of significant violent crime.” The plan also lists strategic
objectives and performance goals for each long-term strategic goal. However, the
performance goals do not appear to be outcomes against which the FBI will measure
progress; rather they appear to describe approaches or be key efforts that FBI will
undertake to achieve its long-term strategic goals and objectives.

Importantly, the plan acknowledges that the FBI faces competing priorities and
clearly articulates its top 10 priorities, in order of priority. The strategic plan also
frequently discusses the role partnerships with other law enforcement, intelligence,
and homeland security agencies will play in achieving the plan’s goals. The plan dis-
cusses the FBI's approach to building on its internal capacity to accomplish its mis-
sion-critical goals by improving management of human capital, information tech-
nology, and other investigative tools. The plan also discusses the external factors,
such as global and domestic demographic changes and the communications revolu-
tion, which have driven the development of its strategic goals.

Strategic Plan Could Be Improved by Discussing Other Key Elements

Although the FBI has addressed several key elements in its strategic plan, the
plan needs more information on other elements of strategic planning that we have
identified as significant to successful achievement of an organization’s mission and
goals. FBI officials indicated that some of these elements are available in other doc-
uments and were not included in the plan for specific reasons. As the FBI moves
forward with its new strategic planning and execution process, it should consider
addressing in its strategic plan the following key elements:

Involving Key Stakeholders.—As we have previously testified, any changes at the
FBI must be part of, and consistent with, broader governmentwide transformation
efforts that are taking place, especially those resulting from the establishment of the
Department of Homeland Security and in connection with changes in the intel-
ligence community. Successful organizations we studied based their strategic plan-
ning, to a large extent, on the interests and expectations of their stakeholders. Fed-
eral agency stakeholders include Congress and the administration, other federal
agencies, state and local governments, third-party service providers, interest groups,
agency employees, and, of course, the American public. Involving customers served
by the organization—such as the users of the FBI’s intelligence—is important as
well. The FBI strategic plan does not describe which stakeholders or customers,
were involved or consulted during the plan’s development or the nature of their in-
volvement. Such information would be useful to understanding the quality of the
planning process FBI has undertaken and the extent to which it reflect the views
of key stakeholders and customers. Consultation provides an important check for an
organization that they are working toward the right goals and using reasonable ap-
proaches to achieve them.

Relationship between Strategic and Annual Goals.—Under GPRA, agencies’ long-
term strategic goals are to be linked to their annual performance plans and the day-
to-day activities of their managers and staff. OMB guidance states that a strategic
plan should briefly outline (1) the type, nature, and scope of the performance goals
being included in annual performance plans and (2) how these annual performance
goals relate to the long-term, general goals and their use in helping determine the
achievement of the general goals. Without this linkage, it may not be possible to
determine whether an agency has a clear sense of how it will assess the progress
made toward achieving its intended results.

It is not clear from the plan how the FBI intends to measure its progress in
achieving the long-term strategic goals and objectives because the plan’s strategic
objectives and performance goals are not phrased as performance measures and the
plan does not describe or make reference to another document that contains annual
performance measures. The plan also lacks a discussion of the systems FBI will
have in place to produce reliable performance and cost data needed to set goals,
evaluate results, and improve performance. According to an FBI official and docu-
ments the FBI provided, the FBI has developed “performance metrics” for each of
its strategic goals.

External and Internal Factors that Could Affect Goal Achievement.—While the
plan clearly communicates how its forecast of external drivers helped to shape the
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FBI’s strategy, the plan does not discuss the external and internal factors that
might interfere with its ability to accomplish its goals. External factors could in-
clude economic, demographic, social, technological, or environmental factors. Inter-
nal factors could include the culture of the agency, its management practices, and
its business processes. The identification of such factors would allow FBI to commu-
nicate actions it has planned that could reduce or ameliorate the potential impact
of the external factors. Furthermore, the plan could also include a discussion of the
FBI’s plans to address internal factors within its control that could affect achieve-
ment of strategic goals. The approach the FBI plans to take to track its success in
achieving change within the agency should be an integral part of FBI’s strategy. A
clear and well-supported discussion of the external and internal factors that could
affect performance could provide a basis for proposing legislative or budgetary
changes that the FBI may need to accomplish the FBI’s goals.

Role of Program Evaluation in Assessing Achievement of Goals and Effectiveness
of Strategies.—Program evaluations can be a potentially critical source of informa-
tion for Congress and others in ensuring the validity and reasonableness of goals
and strategies, as well as for identifying factors likely to affect performance. Pro-
gram evaluations typically assess the results, impact, or effects of a program or pol-
icy, but can also assess the implementation and results of programs, operating poli-
cies, and practices. The FBI’s strategic plan does not explicitly discuss the role eval-
uation played in the development of its strategic plan or its plans for future evalua-
tions (including scope, key issues, and time frame), as intended by GPRA. The FBI
has redesigned its program evaluation process and updated the performance metric
for each program. This information could have been, but was not included in the
strategic plan. As discussed elsewhere in this testimony, the FBI has a series of re-
engineering efforts under way that relate to six core processes they are seeking to
transform. A discussion of how these reengineering efforts relate to and support the
achievement of the FBI’s strategic goals would be a useful addition to the FBI’s
strategic plan.

We believe that an organization’s strategic plan is a critical communication tool
and the credibility of the plan can be enhanced by discussing, even at a summary
level, the approach the organization took in addressing these elements.

FBI Has Involved Employees in the Strategic Planning Process and Commu-
nicated its Priorities

As noted earlier, employee involvement in strategic planning, and transformation
in general, is a key practice of a successful agency as it transforms. FBI executive
management seems to have recognized this. Field office managers and field staff we
spoke with last year generally reported being afforded the opportunity to provide
input. For example, field management in the 14 field offices we visited in 2003 re-
ported that they had been afforded opportunities to provide input into the FBI’s
strategic planning process. In addition, 68 percent of the special agents and 24 of
the 34 analysts who completed our questionnaire in 2003 reported that they had
been afforded the opportunity to provide input to FBI management regarding FBI
strategies, goals, and priorities by, among others, participating in focus groups or
meetings and assisting in the development of the field offices’ annual reports. FBI
managers in the field offices we visited and 87 percent of the special agents and
31 of the 34 analysts who completed our questionnaire indicated that FBI manage-
ment had kept them informed of the FBI’s progress in revising its strategic plan
to reflect changed priorities.

FBI management also seems to have been effective in communicating the agency’s
top three priorities (i.e., counterterrorism, counterintelligence, and cyber crime in-
vestigations) to the staff. In addition to the awareness of management staff in FBI
headquarters and field offices, nearly all of the special agents and all of the analysts
who answered our questionnaire indicated that FBI executive management (i.e., Di-
rector Mueller and Deputy Director Gebhardt) had communicated the FBI’s prior-
ities to their field offices. Management and most of the agents we interviewed in
the field were aware of the FBI’s top three priorities.!! Further, over 90 percent of
special agents and 28 of the 34 analysts who completed our questionnaire generally
or strongly agreed that their field office had made progress in realigning its goals
to be consistent with the FBI’s transformation efforts and new priorities.

11 Qver 80 percent of the special agents and 24 of the 34 analysts who completed our question-
naire in 2003 ranked counterterrorism, counterintelligence, and cyber crime investigations as
the FBI’s first, second, and third priorities, respectively.
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FBI Has Developed a Strategic Human Capital Plan

In prior testimony, we highlighted the importance of the development of a stra-
tegic human capital plan to the FBI’s transformation efforts, noting that strategic
human capital management is the centerpiece of any management initiative, includ-
ing any agency transformation effort. We noted that a strategic human capital plan
should flow from the strategic plan and guide an agency to align its workforce
needs, goals, and objectives with its mission-critical functions. We also noted that
human capital planning should include both integrating human capital approaches
in the development of the organizational plans and aligning the human capital pro-
grams with the program goals. In a September 2003 letter to the FBI director, we
specifically recommended that the FBI: (1) hire a human capital officer to guide the
development of a strategic human capital plan and the implementation of long-term
strategic human capital initiatives and (2) replace its current pass/fail performance
management system with one that makes meaningful distinctions in employee per-
formance.

Although the FBI has not yet hired a human capital officer, it has developed a
strategic human capital plan. This plan contains many of the principles that we
have laid out for an effective human capital system.'2 For example, it highlights the
need for the FBI to fill identified skill gaps, in such areas as language specialists
and intelligence analysts, by using various personnel flexibilities including recruit-
ing and retention bonuses.13 Concerning the hiring of a human capital officer, the
FBI has efforts under way to recruit and hire a qualified candidate.

The FBI said that it recognizes the need to review and revise its performance
management system to be in line with its strategic plan, including desired outcomes,
core values, critical individual competencies, and agency transformation objectives.
It also recognizes that it needs to ensure that unit and individual performance are
linked to organizational goals. A key initiative that has been undertaken by the FBI
in this regard is the planning of a system for the Senior Executive Service that is
based on, and distinguishes, performance. We have not reviewed the Senior Execu-
tive performance management system, but it should include expectations to lead
and facilitate change and to collaborate both within and across organizational
boundaries are critical elements as agencies transform themselves.l4 As yet, the
performance management system for the bulk of FBI personnel remains inadequate
to identify meaningful distinctions in performance. The FBI’s human capital plan
indicates that the FBI is moving in the direction of addressing this need, and we
are encouraged by this.

Clearly, the development of a strategic human capital plan is a positive step in
this direction. However, the FBI, like other organizations, will face challenges as it
implements its human capital plan. As we have noted before, when implementing
new human capital authorities, how it is done, when it is done, and the basis on
which it is done can make all the difference in whether such efforts are successful.

Effective Information Technology Management Is Critical to the FBI’s Ability to Suc-
cessfully Transform

Information technology can be a valuable tool in helping organizations transform
and better achieve mission goals and objectives. Our research of leading private and
public sector organizations, as well as our past work at federal departments and
agencies, shows that successful organizations’ executives have embraced the central
role of IT as an enabler for enterprise-wide transformation.'®> As such they adopt
a corporate, or agencywide, approach to managing IT under the leadership and con-
trol of a senior executive—commonly called a chief information officer (CIO)—who
operates as a full partner with the organizational leadership team in charting the
strategic direction and making informed IT investment decisions.

In addition to adopting centralized leadership, these leading organizations also de-
velop and implement institutional or agencywide IT management controls aimed at
leveraging the vast potential of technology in achieving mission outcomes. These in-
clude using a systems modernization blueprint, commonly referred to as an enter-

12U.S. General Accounting Office A Model of Strategic Human Capital Management, GAO—
02-373SP, Washington, D.C.: (March 2002).

13U.S. General Accounting Office Human Capital: Effective Use of Flexibilities Can Assist
Agencies in Managing Their Workforces, GAO-03-2, Washington, D.C.: (Dec. 6, 2002).

141U.S. General Accounting Office, Results-Oriented Cultures: Using Balanced Expectations to
Manage Senior Executive Performance, GAO-02-966 (Washington, D.C.: Sept. 27, 2002).

15U.S. General Accounting Office, Maximizing the Success of Chief Information Officers:
Learning from Leading Organizations, GAO-01-376G (Washington, D.C.: February 2001) and
U.S. General Accounting Office, Architect of the Capitol: Management and Accountability
Framework Needed for Organizational Transformation, GAO-03-231 (Washington, D.C.: Janu-
ary 2003).
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prise architecture,'® to guide and constrain system investments and using a port-
folio-based approach to IT investment decision making. We have also observed that
without these controls, organizations increase the risk that system modernization
projects (1) will experience cost, schedule, and performance shortfalls; (2) will not
reduce system redundancy and overlap; and (3) will not increase interoperability
and effective information sharing.

FBI currently relies extensively on the use of IT to execute its mission responsibil-
ities, and this reliance is expected to grow. For example, it develops and maintains
computerized systems, such as the Combined DNA (deoxyribonucleic acid) Index
System to support forensic examinations, the Digital Collection System to electroni-
cally collect information on known and suspected terrorists and criminals, and the
National Crime Information Center and the Integrated Automated Fingerprint Iden-
tification System to identify criminals. It is also in the midst of a number of initia-
tives aimed at (1) extending data storage and retrieval systems to improve informa-
tion sharing across organizational components and (2) expanding its IT infrastruc-
ture to support new software applications. According to FBI estimates, the bureau
manages hundreds of systems and associated networks and databases at an average
annual cost of about $800 million. In addition, the bureau plans to invest about
$255 million and $286 million in fiscal years 2004 and 2005, respectively, in IT serv-
ices and systems, such as the Trilogy project. Trilogy is the bureau’s centerpiece
project to (1) replace its system infrastructure (e.g., wide area network) and (2) con-
solidate and modernize key investigative case management applications. The goals
of Trilogy include speeding the transmission of data, linking multiple databases for
quick searching, and improving operational efficiency by replacing paper with elec-
tronic files.

The FBI Director recognizes the importance of IT to transformation, and as such
has made it one of the bureau’s top 10 priorities.!” Consistent with this, the FBI’s
strategic plan contains explicit IT-related strategic goals, objectives, and initiatives
(near-term and long-term) to support the collection, analysis, processing, and dis-
semination of information. Further, the FBI's newly appointed CIO understands the
bureau’s longstanding IT management challenges and is in the process of defining
plans and proposals to effectively execute the FBI’s strategic IT initiatives. Never-
theless, the bureau’s longstanding approach to managing IT is not fully consistent
with leading practices, as has been previously reported by us and others. The effect
of this, for example, can be seen in the cost and schedule shortfalls being experi-
enced on Trilogy.

FBI Has Not Had Sustained IT Management Leadership with Bureauwide
Authority

Our research of private and public sector organizations that effectively manage
IT shows that they have adopted an agencywide approach to managing IT under
the sustained leadership of a CIO or comparable senior executive who has the re-
sponsibility and the authority for managing IT across the agency.'® According to the
research, these executives function as members of the leadership team and are in-
strumental in developing a shared vision for the role of IT in achieving major im-
provements in business processes and operations to effectively optimize mission per-
formance. In this capacity, leading organizations also provide these individuals with
the authority they need to carry out their diverse responsibilities by providing budg-
et management control and oversight of IT programs and initiatives.

Over the last several years, the FBI has not sustained IT management leadership.
Specifically, the bureau’s key leadership and management positions, including the
CIO, have experienced frequent turnover. For instance, the CIO has changed five
times in the past 24 months. The current CIO, who is also the CIO at the Depart-
ment of Justice’s Executive Office of the U.S. Attorneys (EOUSA), is temporarily de-
tailed to the FBI for 6 months and is serving in an acting capacity while also retain-
ing selected duties at EOUSA. In addition, the IT official responsible for developing
the bureau’s enterprise architecture, the chief architect, has changed five times in
the past 16 months. As a result, development and implementation of key manage-
ment controls, such as enterprise architecture, have not benefited from sustained

16 An architecture is a set of descriptive models (e.g., diagrams and tables) that define, in busi-
ness terms and in technology terms, how an organization operates today, how it intends to oper-
ate in the future, and how it intends to invest in technology to transition from today’s oper-
ational environment to tomorrow’s.

17For example, see Federal Bureau of Investigation, Statement of Robert S. Mueller, III, Fed-
eral Bureau of Investigation before the Subcommittee for the Departments of Commerce, Jus-
tice, and State, the Judiciary, and Related Agencies, Committee on Appropriations, House of
Representatives, (Washington, D.C.: June 2002).

18 For example, see GAO-03-231 and GAO-01-376G.
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management attention and leadership and thus have lagged, as described in sec-
tions below.

In addition, the FBI has not provided its CIO with bureauwide IT management
authority and responsibility. Rather, the authority and responsibility for managing
IT is diffused across and vested in the bureau’s divisions. As our research and work
at other agencies has shown, managing IT in this manner results in disparate,
stove-piped environments that are unnecessarily expensive to operate and maintain.
In the FBI’s case, it resulted, as reported by Justice’s Inspector General in Decem-
ber 2002,1° in 234 nonintegrated applications, residing on 187 different servers,
each of which had its own unique databases, unable to share information with other
applications or with other government agencies. According to the acting CIO, the
FBI is considering merging bureauwide authority and responsibility for IT in the
CIO’s office with the goal of having this in place in time to formulate the bureau’s
fiscal year 2006 budget request. In our view, this proposal, if properly defined and
implemented, is a good step toward implementing the practices of leading organiza-
tions. However, until it is implemented, we remain concerned that the bureau will
not be positioned to effectively leverage IT as an bureauwide resource.

FBI Does Not Have an Enterprise Architecture but Is Taking Steps to Develop
One

As discussed in our framework for assessing and improving enterprise architec-
ture management,2® an architecture is an essential tool for effectively and efficiently
engineering business operations (e.g., processes, work locations, and information
needs and flows) and defining, implementing, and evolving IT systems in a way that
best supports these operations. It provides systematically derived and captured
structural descriptions—in useful models, diagrams, tables, and narrative—of how
a given entity operates today and how it plans to operate in the future, and it in-
cludes a road map for transitioning from today to tomorrow. Managed properly, an
enterprise architecture can clarify and help optimize the interdependencies and
interrelationships among a given entity’s business operations and the underlying
systems and technical infrastructure that support these operations; it can also help
share information among units within an organization and between the organization
and external partners. Our experience with federal agencies has shown that at-
tempting to modernize systems without having an enterprise architecture often re-
sults in systems that are duplicative, not well integrated, unnecessarily costly to
maintain, and limited in terms of optimizing mission performance.2!

We reported in September 2003, that the FBI did not have an enterprise architec-
ture to guide and constrain its ongoing and planned IT investments.22 We also re-
ported that the necessary management structures and processes—the management
foundation, if you will—to develop, maintain, or implement an architecture were not
in place. At the time, the bureau was beginning to build this foundation. For in-
stance, the bureau had designated a chief architect, established an architecture gov-
ernance board as its steering committee, and chosen a framework to guide its archi-
tecture development. However, it had yet to complete critical activities such as en-
suring that business partners are represented on the architecture governance board,
establishing a formal program office, adopting an architecture development method-
ology, and defining plans for developing its architecture. Further, it had not ad-
dressed other important activities, including developing written and approved archi-
tecture policy and integrating architectural alignment, into its IT investment man-
agement process. FBI officials told us then that the architecture was not a top pri-
ority and it had not received adequate resources and management attention. Con-
sequently, we recommended, among other things, that the FBI director immediately

19U.S. Department of Justice, Office of the Inspector General, Federal Bureau of Investiga-
tion’s Management of Information Technology Investments, Report 03—09 (Washington, D.C.: De-
cember 2002).

207.S. General Accounting Office, Information Technology: A Framework for Assessing and
anrioving )Enterprise Architecture Management (Version 1.1), GAO-03-584G (Washington, DC:

pril 2003).

21 See for example, U.S. General Accounting Office, DOD Business Systems Modernization: Im-
provements to Enterprise Architecture Development and Implementation Efforts Needed, GAO—
03-458, (Washington, D.C.: February 2003); Information Technology: DLA Should Strengthen
Business Systems Modernization Architecture and Investment Activities, GAO-01-631 (Wash-
ington, D.C.: June 2001); and Information Technology: INS Needs to Better Manage the Develop-
ment of Its Enterprise Architecture, GAO/AIMD-00-212 (Washington, D.C.: August 2000).

22U.S. General Accounting Office, Information Technology: FBI Needs an Enterprise Architec-
ture to Guide Its Modernization Activities, GAO-03-959 (Washington, D.C.: September 2003)
and U.S. General Accounting Office, Federal Bureau of Investigation’s Comments on Recent GAO
Report on its Enterprise Architecture Efforts, GAO-04—190R (Washington, D.C.: November 2003).
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designate development, maintenance, and implementation of an enterprise architec-
ture as a bureau priority and manage it as such.

Since our report, the FBI has made architecture development an explicit impera-
tive in its strategic plan, and it has made progress toward establishing an effective
architecture program. For instance, the FBI director issued a requirement that all
divisions identify a point of contact that can authoritatively represent their division
in the development of the architecture. In addition, a project management plan has
been drafted that identifies roles and responsibilities and delineates plans and a set
of actions to develop the architecture. The FBI is also in the process of hiring a con-
tractor to help develop the architecture. Current plans call for an initial version of
the architecture in June 2004. However, until the enterprise architecture is devel-
oped, the FBI will continue to manage IT without a bureauwide, authoritative frame
of reference to guide and constrain its continuing and substantial IT investments,
putting at risk its ability to implement modernized systems in a way that minimizes
overlap and duplication and maximizes integration and mission support.

FBI Is Working to Establish Control over IT Resources and Investments

Federal IT management law provides an important framework for effective invest-
ment management. It requires federal agencies to focus more on the results they
have achieved through IT investments, while concurrently improving their acquisi-
tion processes. It also introduces more rigor and structure into how agencies are to
select and manage IT projects. In May 2000, GAO issued 23 a framework that en-
compasses IT investment management best practices based on our research at suc-
cessful private and public sector organizations. This framework identifies processes
that are critical for successful IT investment, such as tracking IT assets, identifying
business needs for projects, selecting among competing project proposals using ex-
plicit investment criteria, and overseeing projects to ensure that commitments are
met.

Using GAQO’s framework, the Inspector General evaluated the FBI’s IT investment
management process in 2002, including a case study of Trilogy, and concluded that
the process at that time was immature and had hindered the bureau’s ability to ef-
fectively manage IT.24 Specifically, the Inspector General reported that the bureau
lacked a basic investment management foundation. For instance, the bureau did not
have fully functioning investment boards that were engaged in all phases of invest-
ment management. In addition, the bureau had not yet developed an IT asset inven-
tory, the first step in tracking and controlling investments and assets. In a January
2004 follow-on report,2> the Inspector General credited the bureau with developing
a plan to implement the recommendations and assigning responsibility to the
Project Management Office to execute it, but noted that the office had not been
granted authority to carry out this task. Project Management Office officials stated
that as of February 24, 2004, they had not yet been provided such authority. Accord-
ing to the acting CIO, the FBI is currently in the process of hiring a contractor to
assist with implementing all IT investment management processes bureauwide, in-
cluding addressing remaining Inspector General recommendations. Until these steps
are completed and mature investment processes are in place, the FBI will remain
challenged in its ability to effectively minimize risks and maximize the returns of
investments, including ensuring projects do not experience cost, schedule, and per-
formance shortfalls.

Until Effective IT Leadership and Management Controls are Implemented,
Projects Remain at Risk

As discussed in the previous sections, the FBI has efforts proposed, planned and
under way that, once implemented, are intended to establish an IT leadership and
management controls framework that is consistent with those used by leading orga-
nizations. Until this is accomplished, however, the bureau will largely be relying on
the same management structures and practices that it used in the past and that
produced its current IT environment and associated challenges. As previously stat-
ed, these practices increase the risk that system modernization projects will not de-
liver promised capabilities on time and within budget. A prime example is Trilogy,

23U.S. General Accounting Office, Information Technology Investment Management: A Frame-
work for Assessing and Improving Process Maturity, Exposure Draft, GAO/AIMD-10.1.23 (Wash-
ington, D.C.: May 2000). In March 2004, GAO updated this version: U.S. General Accounting
Office, Information Technology Investment Management: A Framework for Assessing and Im-
proving Process Maturity, Version 1.1, GAO-04-394G (Washington, D.C.: March 2004).

24 Department of the Justice, Office of the Inspector General Report 03—09.

25U.S. Department of Justice Office of the Inspector General, Action Required on the Federal
Bureau of Investigation’s Management of Information Technology Investments, Audit Report
Number 03-09, (Washington, D.C.: January 2004).
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the FBI’s ongoing effort to, among other things, modernize its systems infrastruc-
ture and investigate case management applications. It consists of three components:

—Transportation Network Component, which is communications network infra-

structure (e.g., local area networks and wide area networks, authorization secu-
rity, and encryption of data transmissions and storage),

—Information Presentation Component, which is primarily desktop hardware and

software (e.g., scanners, printers, electronic mail, web browser), and

—User Applications Component, which includes the investigative case manage-

ment applications 26) that are being consolidated and modernized. This compo-
nent is commonly referred to as the Virtual Case File, which when completed,
is to allow agents to have multimedia capability that will enable them to among
other things scan documents and photos into electronic case files and share the
files with other agents electronically.

To date, the FBI’'s management of Trilogy has resulted in multiple cost overruns
and schedule delays. The table below details the cost and schedule shortfalls for
each of the three components that comprise Trilogy. In summary, the FBI estab-
lished its original project commitments in November 2000 but revised them in Janu-
ary 2002 after receiving additional funding ($78 million) to accelerate the project’s
completion. About this time, the FBI also revised the Trilogy design to introduce
more functionality and capability than original planned. Based on the January 2002
commitments, the first two components of Trilogy were to be completed in July
2002, and the third was to be completed in December 2003. However, the project’s
components have collectively experienced cost overruns and schedule delays totaling
about $120 million and at least 21 months, respectively.

26 According to the FBI, the existing applications are Integrated Intelligence Information Ap-
plication (a database of over 20 million records supporting collection, analysis and dissemination
of intelligence for national security and counterterrorism investigations); Criminal Law Enforce-
ment Application (a repository for storing, searching, and linking investigative data about peo-
ple, organizations, locations, vehicles, and communications); Telephone Application (FBI’s cen-
tral repository supporting collection, analysis, correlation and processing of telephone records for
investigations); and Automated Case Support (a suite of integrated applications for managing,
storing and searching information and documents for FBI investigations and administrative
cases).
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These Trilogy shortfalls in meeting cost and schedule commitments can be in part
attributed to the absence of the kind of IT management controls discussed earlier.
Specifically, in its study of the FBI’s investment management processes which in-
cluded a case study of Trilogy, the Inspector General cited the lack of an enterprise
architecture and mature IT investment management processes as the cause for
missed Trilogy milestones and uncertainties associated with the remaining portions
of the project. In our view, a major challenge for FBI going forward will be to effec-
tively manage the risks associated with developing and acquiring Trilogy and other
system modernization priorities discussed in its strategic plan, while the bureau is
completing and implementing its enterprise architecture and other IT-related con-
trols and is adopting a more centralized approach to IT management leadership.

FBI Continues to Realign Staff Resources to Address Counterterrorism Related Prior-
ities

As we pointed out in our June 2003 testimony and our follow-up letter to the FBI
in September 2003, a key element of the FBI’s reorganization and successful trans-
formation is the realignment of resources to better ensure focus on the highest pri-
orities. Since September 11, the FBI has permanently realigned a substantial num-
ber of its field agents from traditional criminal investigative programs to work on
counterterrorism and counterintelligence investigations. Additionally, the bureau
has had a continuing need to temporarily redirect special agent and staff resources
from other criminal investigative programs to address higher-priority needs. Thus,
staff continue to be redirected from other programs such as drug, white collar, and
violent crime to address the counterterrorism-related workload demands. The result
of this redirection is fewer investigations in these traditional crime areas.

We want to make clear that we in no way intend to fault the FBI for the reassign-
ment of agents from drug enforcement, violent crime, and white collar crime to high-
er-priority areas. Indeed, these moves are directly in line with the agency’s priorities
and in keeping with the paramount need to prevent terrorism.2? In 2002, the FBI
Director announced that in keeping with its new priorities, the agency would move
over 500 field agent positions from its drug, violent crime, and white collar crime
programs to counterterrorism. The FBI has transferred even more agent positions
than it originally announced and has augmented those agents with short-term reas-
signment of additional field agents from drug and other law enforcement areas to
work on counterterrorism.28 As figure 1 shows, about 25 percent of the FBI’s field
agent positions were allocated to counterterrorism, counterintelligence, and cyber
crime programs in prior to the FBI’s change in priorities. Since that time, as a re-
sult of the staff reprogrammings 29 and funding for additional special agent positions
received through various appropriations, the FBI staffing levels allocated to the
counterterrorism, counterintelligence, and cyber program areas have increased to
about 36 percent and now represent the single largest concentration of FBI re-
sources and the biggest decrease is in organized crime and drugs.

27We currently have work under way for the House Appropriations Subcommittee to assess
the impact of the FBI’s realignment of resources away from drug and other traditional criminal
programs, including an assessment of changes in price, purity, and use of illegal drugs. We ex-
pect to report out on this effort later in the year.

28 The FBI later in fiscal year 2003 initiated another reprogramming to permanently reallo-
cate about an additional 160 agent positions from its drug program to one of the priority areas.

29The FBI has the authority to reprogram funds (i.e., move funds between activities within
a given account) without notifying the relevant Appropriations Committees unless a specific pur-
pose is prohibited or the amount of the reprogramming exceeds a dollar threshold ($500,000 or
a 10-percent change in funding level, whichever is less). Any other reprogramming action re-
quires notification of the relevant Appropriations Committee 15 days in advance of the re-
programming.
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Figure 1: Increase in Allocation of FBI Field Agent Positions to Priority Areas™

FY 2002 FBI field agent positions before the change to new
(N=10,292) FY 2004 FBI budgeted field agent positions (N=11,021)

Other field programs Other field programs

. L 18% Organized criminal
Organized criminal enterprises & drugs
enterprises & drugs

White collar crime
White collar crime

Counterterrorism/ C i
counmeri_melligencel counterintelligence/
cyber crime cyber crime

Source: FBI.

30These percentages differ from those reported in our June 18, 2003 testimony (GAO-
03759T), which were limited to direct funded field agent positions.

The FBI’s staff reprogramming plans, carried out since September 11, have now
permanently shifted 674 field agent positions3! from the drug, white collar crime,
and violent crime program areas to counterterrorism and counterintelligence. In ad-
dition, the FBI established the Cyber program, which consolidated existing cyber re-
sources.

Despite the reprogramming of agent positions in fiscal year 2003 and the addi-
tional agent positions received through various supplemental appropriations since
September 11, agents from other program areas continue to be temporarily redi-
rected to work on leads in the priority areas, including counterterrorism-related
leads.32 This demonstrates a commitment on the part of the FBI to staff priority
areas.

As figure 2 shows, the average number of field agent workyears charged to inves-
tigating counterterrorism-related matters has continually outpaced the number of
agent positions allocated to field offices for counterterrorism since September 11.33
The FBI’s current policy is that no counterterrorism leads will go unaddressed even
if addressing them requires a diversion of resources from other criminal investiga-
tive programs such as the drug, violent, and white collar crime.

31The figure of 674 positions excludes 11 supervisory positions that were returned to the drug
program.

32The FBI has certain managerial flexibilities to temporarily redirect staff resources to ad-
dress critical needs and threats.

33 A workyear represents the full-time employment of one worker for 1 year. For this state-
ment, a matter is an allegation that is being or has been investigated by the FBI.
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As we previously reported, as the FBI gains more experience and continues as-
sessing risk in a post-September 11 environment, it should gain more expertise in
deciding which matters warrant additional investigation or investment of investiga-
tive resources. However, until the FBI develops a mechanism to systematically ana-
lyze the nature of leads and their output, the FBI will have to continue its substan-
tial investment of resources on counterterrorism-related matters to err on the side
of safety. We are not intending to imply that, even with more information from past
experience, that all leads should not be investigated, but more analytical informa-
tion about leads could help prioritize them.

Neither the FBI nor we were in a position to determine the right amount of staff
resources needed to address the priority areas. However, the body of information
that might help to make these determinations is growing. Since the September 11
attacks, the FBI has updated its counterterrorism threat assessment and has gained
additional experience in staffing priority work. This development, along with an
analysis of the nature of all leads (those that turn out to be significant and those
that do not) and the output from them, could put the bureau in a better position
to assess the actual levels of staff resources that the agency needs in
counterterrorism, counterintelligence, and cyber programs. Of course, any new ter-
rorist incidents would again, upset the balance and require additional staff in the
priority areas.

An FBI counterterrorism manager we spoke with during a recent field office visit
said that to develop a system to determine which terrorist leads to pursue and
which ones to not pursue would be a complex task. He noted that in the past there
would have been some citizen contacts that the FBI may not have generally pur-
sued, but said that now any lead, regardless of its nature, is followed up. He ob-
served that following up on some of these leads have resulted in the arrests and
convictions of terrorists. For example, the FBI manager recounted a telephone lead
from a tour boat operator who reported concerns about a passenger who was taking
photographs of bridges and asking unusual questions about infrastructure. That
lead started an investigation that led to the arrest of, and criminal charges against,
the suspect, who was alleged to be plotting a terrorist attack.

According to FBI officials, information from leads is collected in a database that
can be searched in a number of ways to help in investigations. To the extent that
more systematic and sophisticated analysis routines can be developed and applied
to these data (or any expansions of this data set) the FBI may be able to develop
richer information about the relative risk of leads. This information could help
prioritize work and manage scarce resources. While we agree with the FBI
counterterrorism manager we cited above who labeled this a complex task, the po-
tential value of the output, given that resources are always limited, seems worth
the investment.

Counterterrorism Matters Have Continued to Increase

The level of effort in counterterrorism is further reflected in the number of
counterterrorism matters that have been opened following September 11. As figure
3 shows, the number of newly opened counterterrorism matters has remained sig-
nificantly above the pre-September 11 levels, peaking in the second quarter of fiscal
year 2003 and dropping somewhat in the most recent quarters.
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Figure 3: Number of Counterterrorism Matters Newly Opened, Fiscal Year 2001
through Fiscal Year 2003

Number of newly opened counterterrorism matters
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Reallocation of FBI Resources Has Affected the FBI’'s Drug Enforcement and
Other Traditional Law Enforcement Efforts

Use of field agent staff resources in other traditional criminal investigative pro-
grams (such as drug enforcement, violent crime, and white collar crime) has con-
tinuously dropped below allocated levels as agents from these programs have been
temporarily reassigned to work on counterterrorism-related matters. As would be
expected, the number of newly opened drug, violent crime, and white collar crime
cases has fallen in relation to the decline in the number of field agent positions allo-
cated or assigned to work on these programs.

The change in priorities and the accompanying shift in investigative resources
have affected the FBI's drug program the most. Nearly half of the FBI field agent
drug positions have been permanently reallocated to priority program areas. Since
September 11, about 40 percent of the positions allocated to FBI field offices’ drug
program have been reallocated to counterterrorism and counterintelligence priority
areas. As figure 4 shows, just prior to September 11, about two-thirds (or 890) of
the 1,378 special agent positions allocated to FBI field offices for drug program mat-
ters were direct-funded.34 The remaining one-third (or 488) of the special agent posi-
tions was funded by the Organized Crime and Drug Enforcement Task Force pro-
gram (OCDETF). As of the first quarter of fiscal year 2004, the number of direct-
funded positions allocated to FBI field offices for the drug program had decreased
over 60 percent, going from 890 to 337. OCDETF-funded agent positions, which
have remained constant, now account for about 60 percent of the FBI field offices’
drug program staff resources.

34 FBI's drug program workforce is composed of field agent positions funded through direct
FBI appropriations and those supported with OCDETF funds. The OCDETF Program was estab-
lished in 1982 to focus federal, state, and local law enforcement efforts against organized crime
drug-trafficking organizations that pose the most serious threat to our national interests.
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. _____________________________ |
Figure 4: Number of Special Agent Positions Allocated to FBI Field Offices for Drug

Work since September 11
Number of field agent positions
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Source: GAD analysis of FBI data.

While this reduction represents a substantial decline in the number of field agent
positions allocated to drug work, in fact, the reduction in drug enforcement
workyears was actually larger than these figures reflect. Specifically, as needs arose
for additional agents to work counterterrorism leads, field agents assigned to drug
program squads were temporarily reassigned to the priority work. As figure 5
shows, at the extreme, during the first quarter of fiscal year 2002 (just after the
events of September 11), while 1,378 special agent positions were allocated to drug
work, only about half of these staff resources worked in the FBI drug program. In
mid-fiscal year 2003, the allocated number of drug agent positions and the average
number of field agent workyears charged to drug matters started to converge toward
the new targeted levels. Since that time, however, the FBI has had to redirect addi-
tional field agents allocated to its drug program to counterterrorism and other pri-
ority areas. As of the second quarter of fiscal year 2004, about a quarter (225 of
825) of the agents assigned to the FBI's drug program were actually working in
higher-priority areas. The reduction in drug enforcement resources has reduced both
the number of drug squads in FBI field offices as well as the number of FBI agents
supporting the High-Intensity Drug Trafficking Area (HIDTA) program initiatives,
according to FBI officials.35

35The HIDTA program began in 1990 to provide federal assistance to help coordinate and en-
hance federal, state, and local drug enforcement efforts in areas of major illegal drug production,
manufacturing, distribution, transportation, and use.
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Figure 5: Comparative Analyses of FBI Field Agent Non-Supervisory Positions
Allocated and Agent Workyears Charged to Investigating Drug Program Matters
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Source: GAQ analysis of FBI TURK data.

The significant reduction in agent strength in the drug enforcement area is likely
to be an important factor in the smaller number of FBI drug matters opened in fis-
cal year 2003 and the first quarter of fiscal year 2004. As figure 6 shows, the num-
ber of newly opened drug matters went from 2,420 in fiscal year 1998 to 950 in fis-
cal year 2002 and to 587 in fiscal year 2003.

The openings for the first quarter of fiscal year 2004 indicate a rate for the entire
year at about fiscal year 2003 levels.
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Figure 6: Number of FBI Drug Matters Newly Opened, Fiscal Year 1998 through First
Quarter, Fiscal Year 2004

Number of newly opened drug matters
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Source: GAO analysis of FBI data.
“This figure includes only the first quarter of fiscal year 2004.

Similarly, as figures 7 and 8 show, the average number of field agent workyears
charged to violent crime and white collar crime matters also declined below the
number of allocated agent workyears as these agents too have been temporarily re-
directed to counterterrorism-related matters.
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As figures 9 and 10 show, the number of newly opened violent crime and white
collar crime matters has declined since September 11.

Figure 9: Number of FBI Violent Crime Matters Newly Opened, Fiscal Years 1998
through First Quarter Fiscal Year 2004

Number of newly opened violent crime major offender matters
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Figure 10: Number of FBI White Collar Crime Matters Newly Opened, Fiscal Years
1998 through First Quarter Fiscal Year 2004
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CONCLUSIONS

The FBI’s transformation effort is driven in part by challenges facing the federal
government as a whole to modernize business processes, information technology,
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and human capital management. It is also driven by the need to make organiza-
tional changes to meet changes in its priorities in the post-September 11 environ-
ment. This effort will require a structure for guiding and continuously evaluating
incremental progress of the FBI’s transformation. It must also be carried out as part
of, and consistent with, broader government-wide transformation efforts that are
taking place, especially those resulting from the establishment of DHS and in con-
nection with the intelligence community. The FBI has made substantial progress,
as evidenced by the development of both a new strategic plan and a strategic human
capital plan, as well as its realignment of staff to better address the new priorities.
Although the new strategic plan and strategic human capital plans include cross
walks to each other, we still believe that an overall transformation plan is more val-
uable in managing the transformation process. The FBI is also making progress in
strengthening its management of IT, including establishing institutional IT manage-
ment controls and considering changes to the scope of CIO’s authority over IT
spending.

Impacts of the FBI shift in field agent resources on crime programs including the
FBI’s drug, white collar, and violent crime programs should be monitored. Our ongo-
ing work, which we expect to complete later this year, will provide information on
whether other federal and state resources are replacing lost FBI resources in the
traditional crime areas and on whether reductions in FBI drug program field agents
have had an impact on the price, purity, availability, and use of illegal drugs.

Mr. Chairman and Members of the Subcommittee, this concludes my prepared
statement. I would be pleased to answer any questions you and the Subcommittee
members may have.

APPENDIX 1.—FBI REENGINEERING PROJECTS COMPLETED AND UNDERWAY

Core processes Reengineering projects

HQ organizational structure

Strategic planning process

Communication strategy

Executive secretariat

Project management

Inspection process

Capital (human and equipment) (17) ...cooooorreerrrrireriseieeinns Career development/succession planning

Executive development and selection program (EDSP)

File/clerical support

Office of Professional Responsibility

Training

Hiring and recruiting

Fitness test/height-weight standards

Preparation for legal attaché assignment

Administrative officer position upgrade

Analyst professionalism

Culture/values

Time utilization record keeping system (TURK)

Asset Management

Financial audit streamlining

Management of supplies purchase and distribution

Field office reorganization

Resident agency consolidation

Information management (4) Trilogy

Top secret/sensitive compartment information (TS/SCI) local
area network

Records management division reorganization

Rapid start/ICON

Investigative programs (6) Counterterrorism strategy

Counterintelligence strategy

Cyber strategy

Criminal investigation division strategy

Manual of Investigative Operations and Guidelines (MIOG)/
Manual of Administrative Operations and Procedures
(MAOP) Project

Foreign Intelligence Surveillance Act

Intelligence (2) Review criminal informant program (CIP) and asset program
issues

Analytical tools for intelligence analysts

Strategic planning and execution (6) ...
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Core processes Reengineering projects

Security Management (5) Continuity of operations planning (COOP)

FBI headquarters space strategy

Vital records

Security manual pilot project

Repository for Office of Professional Review (OPR) appeals/
security violations

Source: FBI.
ENTERPRISE ARCHITECTURE

Senator GREGG. Dr. Ekstrand, what should the enterprise archi-
tecture plan be?

Ms. EKSTRAND. I defer to my counterpart.

Mr. HITE. An enterprise architecture is not a one-size-fits-all
proposition. It is a function of what the organization is about, its
complexity, its size, its mission, and it is also a function of what
it is intended to be used for.

So in the case of FBI, you have a very large organization, huge
in scope, important mission, and the intended purpose ultimately
is to drive IT modernization and these are very demanding goals.
So, therefore, it would argue to have a very well-defined, robust en-
terprise architecture.

So having said that, what it would be is a set of interrelated
models, diagrams, tables and narrative that define what the FBI
does, where it does it, how it does it, when it does it, who does it,
defines all these things both in business terms, in mission or log-
ical terms, and also in terms of the technology that is going to be
employed in order to exercise those kinds of operations. So it would
include the standards and the protocols and the rules that are
going to govern the types of technology that are going to be em-
ployed, both from an application standpoint and from a supporting
inﬁiastructure standpoint. It is like the mother of all system change
tools.

Senator GREGG. How should it be developed? Should it be devel-
oped by outside consultants or should it be developed internally,
and how do you perceive that the FBI intends to develop it?

Mr. HITE. It could be developed either way. We recently did a
survey of the state of enterprise architecture across the Govern-
ment and looked to see how agencies were doing this. The vast pre-
ponderance hire a contractor to assist them in doing this and they
work with the contractor. There are very few who actually contract
out the entire operation to a contractor, and there are a few that
do it in-house.

My understanding of how the FBI is going to proceed is to—and
they have, I believe as of yesterday, awarded a contract for devel-
opment of its enterprise architecture. It has a draft plan to set up
an organization to lead this effort and to manage the contractor.
So it will be done largely by a contractor under the FBI’s direction
and guidance. The FBI will, in essence, be acquiring its enterprise
architecture product from a contractor.

Senator GREGG. Have you looked at the contract that they have
developed and signed and do you think that this is a game plan
that gnakes sense? Have they outlined a game plan that makes
sense?
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Mr. HITE. No, sir, I have not. I have not seen that. That is a fair
question to ask.

Senator GREGG. Since you have been actively involved in this,
wouldn’t it have been logical that they would have come to you and
said, does this make sense, before they signed the contract?

Mr. HiTE. That is certainly a service that we would be willing to
work with them on. We

Senator GREGG. Did they do that?

Mr. HITE. We have had FBI-initiated dialogue by the acting CIO
for him to share with us what his plans and proposals are going
forward and it allowed us to provide feedback. We have not spoken
specifically about the contractual terms for this enterprise architec-
ture development area.

Senator GREGG. Well, I would like to ask you if you could take
a look at what they have proposed as to how they are going to de-
velop this enterprise zone conceptually and then in the specifics of
the contract and get back with this committee with your assess-
ment of whether it is an approach that is going to work.

Mr. HITE. Yes, sir.

Senator GREGG. I don’t want to do another thing where we—I
meaﬁl, we have got a track record here of approaches that don’t
work.

Mr. HiTE. Understood.

Senator GREGG. Although I have to admit, this Director has real-
ly tried to address the issue aggressively.

FEDERAL BUREAU OF INVESTIGATION/DRUG ENFORCEMENT
ADMINISTRATION RELATIONSHIP

You mentioned that you have been looking at the effect that the
reallocation of FBI people has had on drug enforcement efforts.
Have you looked at the relationship between DEA and FBI and
whether we should have DEA even take a—obviously, it is their
name, it is what they should be doing. Why is the FBI in drug en-
forcement at all? Where are we going here? Have you done a study
of that at all?

Ms. EKSTRAND. We haven’t done a study of that, but when we
testified last June before House Appropriations, we had had a sub-
stantial amount of interaction with DEA in terms of how they per-
ceived their role changing with the withdrawal, to some extent, of
FBI presence in the area. We are planning to do some additional
work in that area and report out this summer for House Appropria-
tions.

Senator GREGG. I would be very interested in an assessment of,
as FBI migrates over to counterterrorism and has to give up some
of its portfolio, the Director was quite up front. He said most of the
portfolio they are giving up is in drug interdiction. What is DEA’s
role in picking that up? Can it do more? In other words, could DEA
step in and do more of what the FBI has been doing in this arena
Sﬁ tl‘;e FBI could actually free up more agents? Are you looking at
that?

Ms. EKSTRAND. We are looking at some of that. We do know that
as of last June, there had been a number of new positions author-
ized at DEA and that even more were requested for the following
year. So we do know that DEA’s resources, number in terms of
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agents, has been growing. But we haven’t had the opportunity as
yet to get into this in detail.

Senator GREGG. To the extent you could, that would be useful to
us because this committee has the unique position of being able to
move resources and we don’t mind doing that if it is constructive,
but we would like to have some substance upon which to make
those decisions. But it seems logical to me that DEA’s role has got
to significantly increase and you have got to give them more re-
sources and we have got to then expect the FBI to move resources
out of drug enforcement and into counterterrorism as a result of
freeing those up.

Mr. Fine, there are so many areas I would like to talk to you
about, but I will focus on this IT issue. I thought it was good that
everybody said the FBI appears to be getting on the right track
here and things are moving well. How do we sustain that as we
move forward and especially with the Virtual Case File issue? We
have got all this hardware and we have got the communications ca-
pability, but if you don’t have anything to put on the hardware or
the communications capability that works, what good is it?

Mr. FINE. I do think the FBI is making progress in improving
things, but it does need to do more. It has to ensure that they have
definitive milestones that the contractors have to meet. They have
to hold them accountable for those milestones. They have to keep
sustained attention on this. They have to define their requirements
right up front so that the contractor knows what it has to deliver
and be held accountable if it doesn’t deliver that.

I think there has also been, unfortunately, a fair amount of turn-
over and not necessarily stability in the senior FBI IT management
structure, so that people are moving on and not having responsi-
bility, sustained responsibility, to assure a project through to com-
pletion. I do think they have a new acting CEO that is technically
astute and seems committed to this. But there has to be that con-
stant attention on that, as well.

So I think there has to be a hard-nosed approach to this that
perhaps in the past the FBI has not fully implemented.

VIRTUAL CASE FILE CONTRACT

Senator GREGG. Have you looked at what they are doing now in
the Virtual Case File contract that they are negotiating right now?
Have you been involved in that process to put in place that type
of a discipline?

Mr. FINE. Yes. We have an audit opened. We recently opened it.
We have done it in the past and recently opened a new audit on
Trilogy, on all the aspects of Trilogy. So our auditors are talking
to the FBI IT managers every day and trying to find out where
they are going, how they are doing it, and ensuring that there is
this aggressive approach to ensuring that it comes in without ex-
cessive cost overruns or delays.

Senator GREGG. If I understood the Director correctly, and maybe
I didn’t hear him correctly, but my impression was that he said,
with regard to the Virtual Case File, that they were in the process
of developing a new contract, essentially, to get the program into
the next phase and that it had not been agreed to and that he
agreed that disciplines should be put into it. He didn’t necessarily
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say they were going to be put into it. And I would be interested
in getting your current assessment, not now, but as this moves for-
ward as to how effectively that is being done.

Mr. FINE. We would be happy to do that. Our understanding is
that there was a contract, but they are negotiating and renegoti-
ating the requirements of it and when to do it, and they are in the
process of defining that now. And we will be involved with moni-
toring and overseeing it because of the importance of this issue.

IDENT/IAFIS INTEGRATION

Senator GREGG. You mentioned IAFIS and you have done an
IDENT/IAFIS paper.

Mr. FINE. Report, yes.

Senator GREGG. Report.

Mr. FINE. We have done a number of studies on that, but most
recently, a report on the Batres case and the status of the IDENT/
TIAFIS integration.

Senator GREGG. Is this possible? I mean, the Director seemed to
think it was possible to integrate these two. But, the IDENT people
want to have a very short timeframe to get the person through and
TAFIS is built on the concept of what he refers to as the gold stand-
ard, which takes 20 minutes probably to take fingerprints under
that scenario. Is there some capacity to resolve this?

Mr. FINE. I think there is and I think it is technologically pos-
sible. I think there are three main issues with the IDENT/IAFIS
integration. One, along the border, having the Border Patrol ensure
that it checks detained aliens against IAFIS. And they are getting
the machines out there but they don’t have the machines out there,
the 10-print machines that would connect IAFIS at all the border
stations. As a result, or after our report, the Department of Home-
land Security said it would expedite a process of getting

Senator GREGG. Is that an issue of money or just an issue of the
machines not being available or bureaucracy——

Mr. FINE. I think it is an issue of money, to some extent, but also
attention and urgency to the process. I think there is an urgency
now, and there needs to be that urgency. That is the first issue.

The second issue is ensuring that the FBI and State and local
law enforcement has access to IDENT and access to the informa-
tion in IDENT, and going that way, as opposed to simply having
the immigration authorities have access to the FBI system.

And the third issue is the issue that you raised, at ports of entry,
US VISIT, and what information is going to be taken from people
who are coming to enter the country and what it is going to be
bounced off against. I don’t believe they have determined what they
intend to do and how they intend to do it. And part of the issue
is getting the parties together and determining what they can do
and what they should do. Prior to this, I don’t think there has been
that focus on that issue.

Senator GREGG. How do we get that focus? I have raised it now
at two different hearings and I have gotten very nice responses, but
is there actually something happening?

Mr. FINE. I think there is something happening. I have spoken
to Director Mueller. I speak with him regularly and he has indi-
cated that they are talking with the Department of Homeland Se-
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curity, with the State Department, and even, my understanding,
the National Security Council is also involved in the process. It is
a cross-agency issue, but there needs to be that focus on it and a
decision made on a government-wide basis how they are going to
do it.

It was hard enough when the INS was in the Department of Jus-
tice, getting them on the same page with the FBI. It is even harder
now that they are in separate agencies, but that is what needs to
happen. There needs to be clear terms. There needs to be memo-
randa of understanding, and they need to decide how they are
going to go forward with this.

Mr. HrTE. Mr. Chairman

Senator GREGG. Yes?

Mr. HITE [continuing]. If I could just add a couple of comments
on that, I testified last week on US VISIT and we have issued a
number of reports on it. We actually have one coming out for the
Appropriations Committee next month, which is an update on the
status of US VISIT, and the way US VISIT is being developed and
deployed. It is going to be in increments and some of these near-
term increments are designed to meet legislative requirements for
deployment of a capability to certain ports of entry by a certain
time.

The initial deployment that has occurred at airports and seaports
does provide for a biweekly download of certain files from IAFIS to
the IDENT component of US VISIT. It is not a real-time download
of information, but it is every 2 weeks. That is all part of an in-
terim solution approach to US VISIT that is needed in order to
meet these very aggressive milestones.

They are also in the process of bringing on an integration con-
tractor and one of the responsibilities of that integration contractor
will be to develop the long-term solution for US VISIT, which will
get into some of these other issues about how many fingerprints
are necessary, and I know they are working with NIST and the
other agencies on that. There was talk about whether eight finger-
prints would be a sufficient standard, and I think there has been
talk that maybe dropping back to two prints for the intended pur-
pose of US VISIT will be enough. But there is this dialogue. There
are memorandums of understanding and working groups among all
these agencies involved in US VISIT.

Senator GREGG. Well, I hope you are right. I have the feeling this
is deja vu all over. This committee has been down this road before
9/11, when we tried to get these various agencies to talk to each
other. As Mr. Fine points out, we couldn’t even get Border Patrol
and FBI to talk to each other when we had them both under our
jurisdiction.

There is a real frustration in seeing 44 million fingerprints sit-
ting over here and setting up a system which is supposed to finger-
print people coming into the country and knowing that the ones
you are doing as you fingerprint people coming into the country
does not have the capability of accessing that database. I hope that
there is some greater being up there that is straightening this out,
but I don’t really sense it. I haven’t seen any reaction that gives
me that impression.
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Mr. HITE. We did, in our issued report 6 months ago, we made
a recommendation about having a government-wide governing
structure for US VISIT because it is a government-wide program,
and based on the steps that have been taken in the last 6 months,
we have closed out that recommendations as having been satisfied.
They have a three-tiered approach to establishing this government-
wide governance structure.

Senator GREGG. That is good news. I hope it translates into re-
sults. It is always nice to hear that there is movement.

LEGAT PROGRAM

You also, Mr. Fine, have a report coming out, I think, on the
Legat program. I would be interested in just your reaction to it. It
has expanded dramatically with this committee’s very strong sup-
port, although sometimes occasional words of caution from our
most senior member, Senator Hollings. But it has been expanded.
It was a priority of the prior Director and has been proven to be,
I think, an invaluable resource in light of what our present threat
is and the changed personality of the FBI and the international
role it has.

But I would be interested in where you see the weaknesses are
and where are the strengths, or aren’t you going to be able to tell
us yet?

Mr. FINE. Well, we haven’t issued the report, so I don’t want to
get into all of it, but I do agree with you that it has been an impor-
tant component of the FBI’s efforts. With the globalization of crime,
with the increase of international terrorism, it had to do this and
I think it deserves credit for moving forward in that regard.

I think it is working generally well. I do think there are some
issues, particularly with training of the people who are going
abroad, with language training, with training of them to pursue
their roles in foreign countries immediately. So I think that is an
important issue. But beyond that, I think we should wait for the
report. But I think it is a critical issue that the FBI has taken on
and that we need to follow up on.

Senator GREGG. What about the language issue? The Director
said they have 24 agents who speak Arabic. I think there are 65
who are in the backup who aren’t agents who speak Arabic. There
are 250 or something like that as I recall that speak Mandarin. Not
a lot of people. There is a lot of information floating around for that
few people to be on top of.

Mr. FINE. I think that is absolutely right. We do have an ongoing
review of that issue. We have a review of the FBI’s efforts to hire
and train linguists, for example, to ensure that they are able to
translate all the information they have. There are backlogs. There
are backlogs of translations. And when that happens and they have
information in the FBI in their files, in their transcripts that they
can’t translate, it undermines their mission. So I think it is a crit-
ical issue that the FBI has to focus on.

I know that the Director is focused on that. It is not easy. But
we are going to review how they can improve their efforts to be
able to translate all that they have and to expand the pool of
agents who have foreign language capabilities.
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LINGUISTS

Senator GREGG. Has GAO looked at this issue of an overriding
centralized translation center capability?

Ms. EKSTRAND. We have not. We had reported last June in terms
of the number of linguists hired and they are substantially the
same numbers that Director Mueller just gave. But we have not
had a renewed opportunity to look at that——

Senator GREGG. So you haven’t discussed whether we should
have basically a translation capability that is independent of the
Bureau?

Ms. EKSTRAND. No, sir, we have not looked at that.

Senator GREGG. Have you looked at that?

Mr. FINE. I think we are sort of involved in the issue, but I don’t
think that is the focus of our review, how government-wide to ad-
dress this issue.

Senator GREGG. Is there something else this committee should
know about specifically the technology area or the personnel alloca-
tions that would help us as we try to make sure we have a more
effective and aggressive Bureau?

Mr. FINE. I think the committee’s efforts in this regard are very
important. It is important to monitor and ensure that the FBI does
upgrade its technology. I think that the FBI recognizes this. But
it is important to point out that even when Trilogy is online, and
it is not clear when it will be online, I am not completely optimistic
that it will happen, the first two components at the end of April
and then a Virtual Case File, as the Director said, 2 months later.

To have a real operating system that works, that the agents
know about and are trained on and accept is, in my view, going to
take longer than that. But I do think it is important to focus atten-
tion on the fact that Trilogy itself is not the end of the road. It is
only a portion. It is only the foundation. As one, I think, FBI man-
ager has said, it gets the FBI out of the ditch and gets them on
the road, but it doesn’t get them on the highway. And the FBI
needs to sustain its attention on these efforts because without it,
FBI employees can’t do the job that they are assigned to do. It is
actually a credit to them that they have done well with the archaic
systems they have. But we need to give them better systems.

Senator GREGG. Isn’t that what the enterprise architecture
should do, give them the road map to getting on the highway?

Mr. HiTE. That will be part of the—one variable in the equation,
to that end. I would echo what Mr. Fine said and use a different
metaphor, that Trilogy is the beginning of a long marathon of sys-
tems modernization. It is not a sprint. And in order to finish a
marathon, you have got to be trained and equipped to finish it. You
have got to be ready to finish it.

And being ready means you have the tools at your disposal to ef-
fectively execute a modernization. Enterprise architecture is one of
those tools. Mature investment processes are another. There is a
whole host of things that need to be in place, and unfortunately,
the FBI historically has not been a favorable poster child for good
IT management. Now you have got some people in place——

Senator GREGG. It has been behind.
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Mr. HITE [continuing]. I believe who understand that and are
trying to change that. But changing that is not going to be an over-
night endeavor, so there is going to be hundreds of millions of dol-
lars to modernize systems. There is going to be hundreds of mil-
lions of dollars going into operating and maintaining existing sys-
tems, and it is not going to change overnight.

Senator GREGG. Should we have a more disciplined approach
from the appropriations side in funding IT at the FBI so there is
not a peak and a valley approach, or are we approaching it appro-
priately as appropriators?

Mr. FINE. It is hard to answer that question, but I do believe and
appreciate the fact that the committee is asking these questions, is
keeping the pressure on the FBI. In my understanding, it is regu-
larly asking for updates from the FBI and I think that is important
rather than to appropriate the money and wait to see what hap-
pens. So I think the committee’s efforts are instrumental in this re-
gard.

Mr. HITE. There are mechanisms that other subcommittees use
with regard to IT modernization programs like US VISIT. The
CBP’s, Custom and Border Protection’s, Automated Commercial
Environment, which is an import-export processing system, for the
IRS, what has the Tax Systems Modernization, now the Business
Systems Modernization, where the Appropriations Committees ask,
or actually direct in their appropriation language that the agency
develop each year a plan of expenditure, how they plan to invest
the money, which gets into what they are going to spend it on,
when, and how are they going to ensure that the money is spent
wisely and there is adequate control surrounding the use of that
money.

They require that the expenditure plan be approved by the head
of the Department for that agency, to be approved by OMB, and
to be reviewed by GAO, and then we support the committee in re-
viewing it and giving them information to make decisions about
their oversight of the use of that money. I am not advertising——

Senator GREGG. Is the FBI at the level where it can do that? I
mean, right now, we are just trying to get it up and running.

Mr. HITE. And so that would be the focus of any plan for how
they are going to invest the funds, to deal with how they are going
to get it up and running, the near-term priorities as well as setting
the groundwork for the long-term disciplined approach to wholesale
systems modernization.

Senator GREGG. I don’t think the FBI is the only organization
that needs to be disciplined and systematized. I think we do, too,
as appropriators. So I would be interested in getting that informa-
tion. Maybe you could sit down with our staff and review how that
is done in other committees. I am sure they are probably familiar
with it. I think we should have a systematized approach, also.

I thank you very much. This hearing has been very informative.
I appreciate the work you folks do in keeping these various agen-
cies on track. It is very constructive and very much appreciated.



117

SUBCOMMITTEE RECESS

The next hearing is scheduled for this Thursday. It will be with
the Secretary of State, Colin Powell, at the office in the Capitol
Building at 10 o’clock. Thank you.

[Whereupon, at 12:14 p.m., Tuesday, March 23, the subcom-
mittee was recessed, to reconvene at 10 a.m., Thursday, March 25.]
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DEPARTMENT OF STATE

OFFICE OF THE SECRETARY

STATEMENT OF COLIN L. POWELL, SECRETARY OF STATE

Senator GREGG. First off, we want to thank the Secretary for
coming before the subcommittee today. He certainly had a hectic
schedule, just back from Spain and we very much appreciate your
time, Mr. Secretary, in light of all the responsibilities you have and
especially in light of your extraordinary travel schedule. You have
got to be a little tired and we appreciate that, but we do thank you
for taking time to come in.

This subcommittee has a lot of involvement obviously in the
State Department. We have tried and we are going to continue to
try to be supportive of the State Department. There are a lot of
issues I know we want to get to so I am going to reserve an open-
ing statement so we can get your statement and then move to ques-
tions. But I will obviously yield to Senator Hollings for any state-
ment he wishes to make.

1Senator HoLLINGS. I think that is the best approach and I yield
also.

Senator GREGG. Then we will start right out unless, Senator
Byrd, did you want to say anything?

Senator BYRD. I will follow the same standard here.

hSecretary PowELL. I am almost reluctant to say anything after
that.

Senator GREGG. We came to hear you.

Secretary POWELL. Mr. Chairman, I thank you and Senator Hol-
lings, and Senator Byrd. I am just back from Madrid. I flew over-
night the night before last, attended a very moving memorial serv-
ice for the Spaniards who were killed in the terrible tragedy of
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3/11, had meetings with outgoing Prime Minister Aznar and with
the new incoming Prime Minister, Mr. Zapatero. Although we have
some disagreements with Mr. Zapatero on Iraq and we will work
through that, one thing there is no disagreement on is that the
United States and Spain will be united in this fight against ter-
rorism. Spain has been fighting terrorism long before 3/11 or 9/11.
They have had to face the ETA terrorists, so I am confident that
we will find ways to cooperate in this battle against terrorism.

It is always a pleasure to appear before this subcommittee. This
is not like the old army story like we are always glad to see the
inspector general. But in this case really it is true because, Mr.
Chairman, you and the members of the committee have been sup-
portive of what we have been trying to do in the Department for
the last 3 years. I remember during my transition pre-confirmation
period when we talked about some of the problems that you saw
in the Department with respect to management, with respect to
construction of our Embassies and things of that nature. I have
tried in the 3 years I have been Secretary to be responsive to your
concerns.

Before I go further, let me take this opportunity to especially ac-
knowledge Senator Hollings, since this may well be the last chance
we will have to see each other in this particular capacity, to thank
you for your support, your prodding, and your friendship for so
many years, Dr. Hollings.

Senator HOLLINGS. Thank you. He and I got honorary degrees at
Tuskegee together. That is Dr. Powell.

Senator GREGG. Very appropriate.

Senator HOLLINGS. We had Cappy James and the Air Force down
there. The Tuskegee flyers trained in South Carolina.

Secretary POWELL. Tuskegee Airmen.

Mr. Chairman and members of the subcommittee, I thank you for
the opportunity to testify on the State Department’s portion of the
President’s budget request for fiscal year 2005. I have a longer
statement I would submit for the record, Mr. Chairman, with your
permission.

Senator GREGG. Absolutely.

Secretary POWELL. While I know that this subcommittee’s spe-
cific oversight deals with that part of the request that involves
State Department operations, I want to give you as well an over-
view of what those operations will support in the way of foreign
policy. So let me give you the overall budget picture first and then
touch on foreign operations. Finally I will deal with the top prior-
ities of our specific funding request before you.

The 2005 international affairs budget for the Department of
State, USAID, and other foreign affairs agencies totals $31.5 billion
broken down as follows, foreign operations $21.3 billion, State oper-
ations of principal interest to this subcommittee, $8.4 billion, Pub-
lic Law 480, food aid, $1.2 billion, international broadcasting $569
million and the Institute of Peace $22 million.

President Bush’s top foreign policy priority reflected in this budg-
et is winning the war on terrorism. Winning on the battlefield with
our superb military forces is just one step in this effort. To eradi-
cate terrorism altogether, the United States must help create sta-
ble governments and nations that once supported terrorism like
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Iraq and Afghanistan. I visited both of those places last week and
I hope in the course of our questioning I can say a word about what
I saw.

We must go after terrorist support mechanisms as well as the
terrorists themselves, and we must help alleviate conditions in the
world that enable terrorists to bring in new recruits. To these ends,
the 2005 budget will support our foreign affairs agencies as they
focus on the reconstruction of Iraq and Afghanistan. We will con-
tinue to support our coalition partners to further our counter-
terrorism, law enforcement and intelligence cooperation, and we
will continue to expand democracy and help generate prosperity,
especially in the Middle East.

Forty-eight percent of the President’s foreign affairs budget sup-
ports the war on terrorism. For example, $1.2 billion supports Af-
ghanistan reconstruction, security and democracy building in 2005.
More than $5.7 billion provides assistance to countries around the
world that have joined us in the war on terrorism. And $3.5 billion
indirectly supports our war on terrorism by strengthening our abil-
ity to respond to emergency and conflict situations. And finally,
$190 million is aimed at expanding democracy in the greater Mid-
dle East; crucial if we are to attack successfully the motivation to
terrorism.

Two of the greatest challenges facing us today are the recon-
struction of Iraq and the reconstruction of Afghanistan. With re-
spect to Iraq, the Coalition Provisional Authority and the Iraqi
Governing Council, in my judgment have made great strides in the
areas of security, economic stability and growth, and democratiza-
tion. Iraqi security forces are now in the forefront of our security
efforts, and you can see that they are taking casualties as they go
about securing their country for their people.

In addition, the CPA has established a new Iraqi army, issued
a new currency, and refurbished schools, hospitals, the sanitary in-
frastructure, working on the oil infrastructure. So much good work
is going on with respect to reconstruction that it is unfortunate
that the continuing security situation we face tends to drown out
or put a black cloud over the good work that is being done.

But much work remains to be done. Working with our coalition
partners we will continue to train Iraqi police, border guards, the
civil defense corps and the army in order to ensure the country’s
security. At the same time, as I noted, we are going to work on
these critical infrastructure needs.

But there is progress taking place. The definitive example of that
progress, on March 8 the Iraqi Governing Council adopted a transi-
tional administrative law, which is essentially an interim constitu-
tion for Iraq. This was a remarkable milestone. You will recall that
Friday when we thought it was going to be signed and suddenly
there was a signing table, 25 pens and nobody showed up because
there was a problem over it. And over the weekend that problem
was solved, through argument, through debate, through democratic
process; something that they had never had experience with before.
But it happened.

This administrative law recognizes freedom of religion and puts
the judiciary on an independent track. It puts the military firmly
under civilian control. It gives women the access to civil society and
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the political life of the country. It is a huge step for the Iraqi people
and we should not sell short what an accomplishment this is.

The U.N. Secretary General’s special advisor Mr. Brahimi, Am-
bassador Brahimi, has been invited back to Iraq by the Governing
Council in order to work with the Council and the CPA to put in
place a revised interim government that will take sovereignty from
the CPA on the first of July. In my visit with Ambassador Bremer
last week we talked about the transition from the CPA to a very
large State Department chief of mission operation, a very large
Embassy. Already I have four Ambassadors over there working
with Ambassador Bremer and trying to make this transition as
smooth as possible.

Mr. Chairman, Afghanistan is another high priority and I was
there last week. We are committed to helping build a stable and
democratic Afghanistan. They had a very fine constitutional proc-
ess at the end of last year where they adopted a constitution for
this country that just a few years ago was a basket case, a despotic
basket case. Now it has a constitution, and as you saw in press re-
porting this morning, President Karzai has scheduled elections for
early September for both a new president as well as for a legisla-
ture.

Still there are problems along the Afghan-Pakistan border, still
problems out in Herat but as I drove through Kabul last week you
could see buildings going up, you could see women who felt secure
enough in their life now to remove the burkha; about 50 percent
covered and 50 percent not covered. I visited a registration place
in a school where women were registering to vote, filling out the
forms, stepping forward, getting their registration card and proudly
showing it to me that they are now part of the life of the new Af-
ghanistan. So we have accomplished a lot in Afghanistan, but here
too there is much more work to do.

I was watching some footage yesterday that we are going to use
at the Donors’ Conference next week that shows some of our recon-
struction efforts in Afghanistan, and one shot on this video is of the
new blacktop road, complete with markers that goes from Kabul to
Kandahar. We will continue that road around to Herat, in working
with our Saudi partners, our Japanese partners, and provide a
beltway for this country. But it is more than just a beltway. It is
a road that will link the country together, give the central govern-
ment the ability to control the regions a little more effectively. It
will contribute to the economic life of the country. But more impor-
tantly, it will also link Afghanistan with the other nations of cen-
tral Asia.

Pakistan is looking at this and is starting to readjust its infra-
structure, its port activities, to take into account that there will be
peace in this part of the world as we go into the years ahead. The
old silk route of 2,000 years ago is going to be recreated, except
this time it will be with hard roads and ports, with an information
infrastructure, and hope eventually with pipelines that criss-cross
this area and move oil and natural gas from central Asia to the
east and not just to the west.

So the opportunities here are enormous. We have to deal with se-
curity. We have got to get rid of those remaining Taliban and al
Qaeda elements. But we should not sell short not only our accom-
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plishments of the last couple of years, but the potential that lies
ahead for a region, the Caucuses, central Asia, south Asia all being
linked in a new hub of transportation and trade as long as we can
keep the peace and security, and that is what we are committed
to.

The 2005 budget, as I said, includes $1.2 billion in assistance for
Afghanistan, which is on top of the $2.2 billion in 2004; $1.2 billion
already out there and I will make a public announcement of the
other $1 billion at the Afghan Donors’ Conference in Berlin next
week.

As important as waging the war on terrorism is to America, we
have other priorities in our foreign affairs budget; HIV/AIDS, 8,000
people a day are dying of this terrible disease. It is extremely dif-
ficult to make economic improvements in a country if you are not
working on these kinds of problems, and the President is with his
HIV/AIDS program. Over the past year we have worked with Con-
gress to pass legislation laying the groundwork for this fight.

In marking our progress, earlier this month, Ambassador Tobias
who heads the program for us, Secretary Thompson, Administrator
Natsios of AID, and I rolled out the strategy for the HIV/AIDS plan
and announced the first dispensation of dollars for these programs;
$350 million in contracts will roll out to some of the NGOs and
PDOs. As a crucial next step, the 2005 budget request expands on
the President’s plan with $2.8 billion to combat AIDS in the most
affected countries in Africa and the Caribbean. Together, the De-
partment of State, USAID, and the Department of Health and
Human Services, will use the significantly increased resources
quickly and effectively to achieve the President’s ambitious goals in
the fight against global AIDS.

Just as a digression, we are also seeing polio back in certain
parts of Africa, and this has to be part of our health efforts as well,
coming out of the Department of State and coming out of USAID.

Of course, there are other dimensions of economic success in Afri-
ca, and the program that we are pushing forward and you know
a great deal about, the Millennium Challenge Corporation. The cor-
poration has now been formed. I am the chairman of the board. We
have sent a nominee to the Senate to be the CEO of this board,
Mr. Paul Applegarth. The Millennium Challenge Corporation will
fund infrastructure and other similar proposals to those countries
that are committed to democracy, the free enterprise system, indi-
vidual rights of men and women, the rule of law, and the end of
corruption. We have other foreign assistance accounts, but the mil-
lennium challenge account will invest in those countries that are
moving in the right direction.

Let me turn now, gentlemen, to the part of the budget request
that is of particular interest to you, State operations. As you recall,
we created the diplomatic readiness initiative in 2002 to address
staffing and training gaps that had become very averse to the con-
duct of America’s diplomacy. The goal of the diplomatic readiness
initiative was to hire 1,158 new foreign and civil service employees
over a 3-year period. These new hires, the first over-attrition hires
in years, would allow us to provide training opportunities for our
people and greatly improve the Department’s ability to respond to
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crises, to ramp up when we needed to, such as we have had to do
in Iraq and Afghanistan.

I cannot say strong enough what a dynamic impact this program
has had on the Department. The Department sees that its leader-
ship, but more importantly its leadership in Congress cares about
the Department. Your are willing to invest in the readiness of our
people, bring in new people. I got a report from the Under Sec-
retary for Management yesterday that close to 30,000 people have
already signed up for the next giving of the foreign service exam.
We have been averaging 50,000 people a year for the last 2 years
wanting to become part of this new team, which I think has been
energized by the support we have been receiving from the Congress
and for that I am very appreciative.

We also created new mandatory leadership and management
training. It is great for our people to learn how to speak different
languages and learn all about foreign policy and to be experts and
write papers. But they also have to be able to lead and manage
people in these very, very complicated missions that we have
around the world. So beginning from the first day that you come
into the foreign service and go to the junior officers’ course, the
entry level course, you will receive leadership and management
training and will continue throughout your whole career. If this
bears a marked similarity to the way they do it in the military, it
is not coincidental or accidental. We are essentially adopting what
I learned in the military and bringing it over to the foreign service
and to the civil service. We are giving leadership training to our
senior civil service employees as well.

The other thing I am very proud of, of course, is the information
technology investment that we have made with your support. It
has paid off. Every desk in the State Department, everywhere in
the State Department now has an Internet capable computer sit-
ting there. We did it in-house for the most part.

Senator GREGG. And it worked.

Secretary POWELL. It works.

Senator GREGG. Not like some of our other agencies.

Secretary POWELL. Frankly, we looked outside and then we de-
cided, we can do this ourselves. You may recall, gentlemen, that
you had a real problem with the way we were running our Diplo-
matic Telecommunications Service for years, and Mr. Tenet and I
sat down and said, let us figure out who can deliver the capacity
best, and we solved that. Mr. Tenet provides the capacity, and the
person working for Mr. Tenet to do that also works for me. So we
have a good deal and it is working. Our capacity has increased, the
cost has gone down considerably, and everybody is happy. There-
forel,dI can put broadband capability in every mission around the
world.

Just a little war story on how this works, as you know, part of
our effort to reach out to the Congress was to create a State De-
partment office up here to respond to Members of Congress. I was
able to get an office in the House. I do not want to point any fin-
gers but I have not yet been able to get a room on the Senate side.
Be that as it may, 30 percent of the work of my House office comes
from the Senate side. I was in there the other day waiting for a
hearing to begin and just talking to my folks who work there.
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There are three people in there. I said, what kind of requests are
you getting? Constituent requests, visa problems, all this, hundreds
and hundreds—the volume 1s going up 300 percent in the last year.

I said, give me an example of how you solve a problem that a
Member of Congress brings to you. They said visa problems are
common ones. Somebody will come in and say, why didn’t a friend
of mine get a visa when they applied in New Delhi or Mumbai or
somewhere like that? I said, how do you handle that? Do you go
to the Department and ask Consular Affairs? They said, no, we go
right to the Embassy. How do you go right to the Embassy? Infor-
mation technology. I said, show me. Sandra Shipshock, the officer
who was working in the office, went to her computer and in 10 sec-
onds she had not only gotten to the Embassy, she got into the Em-
bassy’s consular section data base. And in less than 20 seconds she
had pulled up the specific visa application with a picture of the in-
dividual who had applied for the visa and why the visa was denied.

This data base is all secure. We have firewalls. Not anybody can
just go in like you are going to Google. But the fact of the matter
is that the kind of information technology system we have put in
place allows us to provide that kind of service, not only to Members
of Congress but to the public.

In that same vein, now that we have this information technology
system coming along, we have to change the way we do business.
We cannot just be an information system without a change in the
process and the thinking of the Department. That is what our
SMART Project is all about that we are asking for your support.
We want to get rid of cables. Get rid of the way we used to do it
in World War II. My staff gave me a chart the other day and it
was recognizing that the last Wang computer left the Department
3 months ago. I am pleased to hear that. It should have left 10
years ago. But we are now in the information age and I ask for
your support for our SMART program so that we can change the
thinking in the Department as well as just put new computers and
software into place.

Mr. Chairman, the Department has the responsibility to protect
more than 60,000 Government employees who work in Embassies
and consulates abroad. I know how interested you have been in
this program over the years. You know that we have reorganized
our efforts. We reorganized the Office of Overseas Building Oper-
ations to manage the effort with speed, efficiency and effectiveness
under the leadership of General Chuck Williams. At the beginning
of this administration we were building one new secure Embassy
a year. Today we are building 10 new secure Embassy compounds
a year. Many of these compounds also have separate facilities for
USAID. They are also deserving of protection.

Moreover, we have reduced the Embassy’s program cost by 20
percent using modern management techniques, using common com-
ponents among our Embassy projects. Within the budget we are
watching a plan to replace the remaining 150 Embassies and con-
sulates that do not meet current security standards over the next
14 years for a total cost of $17 billion.

To fund construction of these compounds we will begin the cap-
ital security cost-sharing program in 2005. Not everybody is crazy
with this cost-sharing program, but it has to be done and I am
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working with my Cabinet colleagues on it. Each agency with staff
overseas will contribute annually toward construction of new facili-
ties based on the number of positions that that Department or
agency wants in the type of space that we are preparing for them.
We arrived at the cost shares in the 2005 President’s budget re-
quest in consultation with each agency and Department.

Along with securing our facilities we have focused on assuring
that overseas staffing is deployed where they are mostly needed to
serve U.S. interest. As agencies assess the real cost of maintaining
staff overseas I hope they will adjust their overseas staffing levels
to the minimum absolutely necessary since they will now have to
contribute to the cost of maintaining them overseas.

Our budget request also, I might say, touches on physical secu-
rity improvements to those soft targets in our missions, schools,
recreational facilities. You know that we have an extensive plan to
go after the soft targeting possibility, providing physical security
improvements to overseas schools attended by dependents of Gov-
ernment employees and other citizens. Our 2005 request includes
$27 million for this effort, including $10 million for the schools, $5
million to improve security at employee association facilities, and
$12 million for residential security upgrades. Protection of Ameri-
cans living and working overseas is one of our highest priorities.

We also appreciate the ongoing support from this committee for
our peacekeeping budget. U.N. peacekeeping operations in troubled
and fragile regions have been and remain critical to ensuring that
such places are given stability and the time they need to work on
long-term solutions to their underlying conflicts and problems.
UNAMSIL in Sierra Leone and UNMISET in East Timor have
been effective in helping new governments to establish themselves.
We are also supporting peacekeeping missions in Liberia and Ivory
Coast, and I would just ask for your continued support.

I am going to have difficulty meeting all of the peacekeeping fi-
nancial responsibilities that I expect to arise over the next year,
but the 2005 submission is certainly a good start on meeting those
responsibilities. We will just have to see how the cost flows out in
the course of the fiscal year.

PREPARED STATEMENT

Mr. Chairman, Senator Hollings, Senator Byrd, thank you for
this opportunity to present our case. I thank you for your past sup-
port and I will thank you in advance for your future support.

[The statement follows:]

PREPARED STATEMENT OF COLIN L. POWELL

Mr. Chairman, members of the subcommittee, thank you for the opportunity to
testify on the State Department’s portion of the President’s Budget Request for fis-
cal year 2005. While I know that your specific oversight is of the State Department
operations portion of that budget request, I want to give you as well an overview
of what those operations will support in the way of foreign policy. So let me give
you the overall budget picture first and, then, touch on foreign operations. Finally,
I will deal with highlights of our funding request for State Department operations.

The President’s fiscal year 2005 International Affairs Budget for the Department
of State, USAID, and other foreign affairs agencies totals $31.5 billion, broken down
as follows: Foreign Operations—$21.3 billion; State Operations—$8.4 billion; Public
Law 480 Food Aid—$1.2 billion; International Broadcasting—$569 million; and U.S.
Institute of Peace—$22 million.
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Mr. Chairman, the President’s top foreign policy priority is winning the war on
terrorism. Forty-eight percent of the President’s budget for foreign affairs directly
supports that priority by assisting our allies and strengthening the United States’
diplomatic posture. For example: $1.2 billion supports Afghanistan reconstruction,
security and democracy building, and more than £5.7 billion is provided for assist-
ance to countries around the world that have joined us in the war on terrorism, and
$3.5 billion indirectly supports the war on terrorism by strengthening our ability to
respond to emergencies and conflict situations. Moreover, $190 million is aimed at
expanding democracy in the Greater Middle East, in part to help alleviate the condi-
tions that spawn terrorists.

In addition, $5.3 billion is targeted for the President’s bold initiatives to fight
HIV/AIDS and create the Millennium Challenge Corporation, both of which will sup-
port stability and improve the quality of life for the world’s poor—and, again, help
to relieve conditions that cause resentment and despair.

Mr. Chairman, let me elaborate a bit on how some of these dollars will be spent.

WINNING THE WAR ON TERRORISM

Winning on the battlefield with our superb military forces is just one step in de-
feating terrorism. To eradicate terrorism, the United States must help create stable
governments in nations that once supported terrorism, go after terrorist support
mechanisms as well as the terrorists themselves, and help alleviate conditions in
the world that enable terrorists to bring in new recruits. To this end, in fiscal year
2005 the State Department and USAID will continue to focus on the reconstruction
of Iraq and Afghanistan, support our coalition partners to further our
counterterrorism, law enforcement and intelligence cooperation, and expand democ-
racy and help generate prosperity, especially in the Middle East.

Building a Free and Prosperous Iraq

The United States faces one of its greatest challenges in developing a secure, free
and prosperous Iraq. The USG is contributing almost $21 billion in reconstruction
funds and humanitarian assistance to this effort. The World Bank and the Inter-
national Monetary Fund are expected to provide another $4 to 8 billion in loans and
grants over the next three years. These resources, coupled with the growing assist-
ance of international donors, will ease the transition from dictatorship to democracy
and lay the foundation for a market economy and a political system that respects
human rights and represents the voices of all Iraqis.

The Coalition Provisional Authority (CPA) and the Iraqi Governing Council (IGC)
have made great strides in the areas of security, economic stability and growth, and
democratization. Iraqi security forces now comprise more than half of the total secu-
rity forces in the country. In addition, the CPA has established a New Iraqi Army,
issued a new currency and refurbished and equipped schools and hospitals. And, as
you know, the CPA is taking steps to help the Iraqis form a fully sovereign govern-
ment this summer.

Much work remains to be done. Working with our coalition partners, we will con-
tinue to train Iraqi police, border guards, the Civil Defense Corps and the Army in
order to ensure the country’s security as we effect a timely transition to democratic
self-governance and a stable future.

At the same time, we are helping provide critical infrastructure, including clean
water, electricity and reliable telecommunications systems which are essential for
meeting basic human needs as well as for economic and democratic development.
Thousands of brave Americans, in uniform and in mufti, are in Iraq now working
tirelessly to help Iraqis succeed in this historic effort. Alongside their military col-
leagues, USAID, State Department and the Departments of the Treasury and Com-
merce are working to implement infrastructure, democracy building, education,
health and economic development programs. These efforts are producing real
progress in Iraq.

As a definitive example of this progress, on March 8, the IGC formally signed the
Transitional Administrative Law (TAL)—essentially an interim constitution for
Iraq. This was a remarkable milestone. The TAL recognizes freedom of religion and
expression, the right to assemble and to organize political parties, and other fun-
damentally democratic principles, as well as prohibiting discrimination based on
gender, nationality or religion. This is a huge step for the people of Iraq and for
the region—a step toward constitutional democracy. It is a step that just a year ago,
Iraqis would not have imagined possible.

The U.N. Secretary General’s Special Advisor, Lakhdar Brahimi, was invited back
to Iraq by the IGC last week. He will help the Iraqis to determine what sort of tran-
sitional Iraqi government will be developed and to prepare for elections at the end
of this year or early in the next. Creating a democratic government in Iraq will be
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an enormous challenge. But Ambassador Bremer, working with the Iraq Governing
Council and with the United Nations and our coalition partners, is committed to
success. And when the CPA, funded and directed by the Department of Defense,
goes out of business on June 30 and the State Department assumes the lead role
in representing and managing U.S. interests in Iraq, we will carry on that commit-
ment. We are already thoroughly involved. I was just in Baghdad last week meeting
with Ambassador Bremer, members of the IGC, and talking to some of our troops.
I know how thoroughly involved we are. And we will all succeed.

Winning the Peace in Afghanistan

Mr. Chairman, Afghanistan is another high priority for this Administration. The
United States is committed to helping build a stable and democratic Afghanistan
that is free from terror and no longer harbors threats to our security. After we and
our coalition partners defeated the Taliban government, we faced the daunting task
of helping the Afghan people rebuild their country. We have demonstrated our com-
mitment to this effort by providing over $3.7 billion in economic and security assist-
ance to Afghanistan since 2001.

Through our assistance and the assistance of the international community, the
government of Afghanistan is successfully navigating the transition that began in
October 2001. Afghanistan adopted a constitution earlier this year and is preparing
for democratic national elections this summer. With technical assistance from the
United States, Afghanistan successfully introduced a new stable currency in October
2002 and is working to improve revenue collection in the provinces. The lives of
women and girls are improving as women pursue economic and political opportuni-
ties and girls return to school. Since 2001, the United States has rehabilitated 205
schools and 140 health clinics and trained fifteen battalions of the Afghan National
Army (ANA). Also, President Bush’s commitment to de-mine and repave the entire
stretch of the Kabul-Kandahar highway was fulfilled. The road had not been func-
tional for over 20 years. What was once a 30-hour journey can now be accomplished
in 5 or 6 hours.

While the Afghanistan of today is very different from the Afghanistan of Sep-
tember 2001, there is still much left to accomplish. In the near-term, the United
States will assist the government of Afghanistan in its preparations for elections
this summer to ensure that they are free and fair. To demonstrate tangible benefits
to the Afghan people, we will continue to implement assistance on an accelerated
basis. The fiscal year 2005 Budget contains $1.2 billion in assistance for Afghani-
stan that will be focused on education, health, infrastructure, and assistance to the
ANA, including drawdown authority and Department of Defense “train and equip”.
For example, U.S. assistance efforts will concentrate on rehabilitation and construc-
tion of an additional 275 schools and 150 health clinics by June 2004, and complete
equipping of the fifteen army battalions. The United States will also extend the
Kabul-Kandahar road to Herat so that people and commerce will be linked East and
West across Afghanistan with a ground transportation link between three of the
largest cities.

Last week, when I was in Kabul to meet with President Karzai and his team, I
had the chance to visit a voter registration site. I saw how far Afghanistan has pro-
gressed, in only two years, along the path to constitutional democracy. I saw also
clear evidence of the Afghan people’s commitment to continue on that path despite
the many challenges ahead. I met 9 or 10 women at the site and they knew what
was at stake in their country. They were eager for the free and fair elections called
for in the Bonn Agreement and I assured them that America was solidly behind
them. I told them that as long as they are committed to building a new, democratic
Afghanistan, we will stand shoulder to shoulder with them.

Support for Our Coalition Partners

As part of the war on terrorism, President Bush established a clear policy to work
with other nations to meet the challenges of defeating terror networks with global
reach. This commitment extends to the front-line states that have joined us in the
war on terrorism and to those nations that are key to successful transitions to de-
mocracy in Iraq and Afghanistan.

Our assistance enables countries cooperating closely with the United States to
prevent future attacks, improve counter-terrorism capabilities and tighten border
controls. As I indicated earlier, the fiscal year 2005 Budget for International Affairs
provides more than $5.7 billion for assistance to countries around the world that
have joined us in the war on terrorism, including Turkey, Jordan, Afghanistan,
Pakistan, Indonesia and the Philippines.

U.S. assistance has also resulted in unparalleled law enforcement and intelligence
cooperation that has destroyed terrorist cells, disrupted terrorist operations and pre-
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vented attacks. There are many counterterrorism successes in cooperating countries
and international organizations. For example:

—Pakistan has apprehended more than 500 al Qaeda terrorists and members of
the Taliban through the leadership of President Musharraf, stronger border se-
curity measures and law enforcement cooperation throughout the country. I
talked with President Musharraf when I was in Islamabad last week. As you
know, his military forces were over the weekend hotly engaged with Taliban
and al Qaida fighters in the border areas. More of the terrorists were being
killed or captured. Fighting will likely continue.

—dJordan continues its strong counterterrorism efforts, including arresting two in-
dividuals with links to al Qaeda who admitted responsibility for the October
2002 murder of USAID Foreign Service officer Lawrence Foley in Amman.

—The North Atlantic Treaty Organization has endorsed an ambitious trans-
formation agenda designed to enhance its capabilities by increasing deployment
speed and agility to address new threats of terrorism.

—Colombia has developed a democratic security strategy as a blueprint for wag-
ing a unified, aggressive counterterror-counternarcotics campaign against des-
ignated foreign terrorist organizations and other illegal, armed groups.

The United States and its Southeast Asian allies and friends have made signifi-
cant advances against the regional terrorist organization Jemaah Islamiyah which
was responsible for the Bali attack in 2002 that killed more than 200 people. In
early August 2003, an Indonesian court convicted and sentenced to death a key fig-
ure in that bombing.

Since September 11, 2001, 173 countries have issued orders to freeze the assets
of terrorists. As a result, terror networks have lost access to nearly $200 million in
more than 1,400 terrorist-related accounts around the world. The World Bank,
International Monetary Fund and other multilateral development banks have also
played an important role in this fight by strengthening international defenses
against terrorist finance.

While progress has been made attacking terrorist organizations both globally and
regionally, much work remains to be done. The fiscal year 2005 President’s Budget
strengthens our financial commitment to our coalition partners to wage the global
war on terror. Highlights of the President’s request include $700 million for Paki-
stan to help advance security and economic opportunity for Pakistan’s citizens, in-
cluding a multi-year educational support program; $461 million for Jordan to in-
crease economic opportunities for Jordanian communities and strengthen Jordan’s
ability to secure its borders; and $577 million for Colombia to support President
Uribe’s unified campaign against drugs and terrorism.

In September 2003, at the United Nations, President Bush said: “All governments
that support terror are complicit in a war against civilization. No government
should ignore the threat of terror, because to look the other way gives terrorists the
chance to regroup and recruit and prepare. And all nations that fight terror, as if
the lives of their own people depend on it, will earn the favorable judgment of his-
tory.” We are helping countries to that judgment.

Mr. Chairman, one of the aspects of the War on Terrorism that gives us a par-
ticular sense of urgency is proliferation of weapons of mass destruction. These ter-
rible weapons are becoming easier to acquire, build, hide, and transport.

On February 11, President Bush spoke at the National Defense University (NDU)
and outlined the Administration’s approach to this growing danger. The President
described how we have worked for years to uncover one particular nefarious net-
work—that of A.Q. Khan.

Men and women of our own and other intelligence services have done superb and
often very dangerous work to disclose these operations to the light of day. Now, we
and our friends and allies are working around the clock to get all the details of this
network and to shut it down, permanently.

We know that this network fed nuclear technology to Libya, Iran, and North
Korea.

At NDU, President Bush proposed seven measures to strengthen the world’s ef-
forts to prevent the spread of WMD:

—Expand the Proliferation Security Initiative (PSI) to address more than ship-

ments and transfers; even to take direct action against proliferation networks.

—Call on all nations to strengthen the laws and international controls that govern
proliferation, including passing the UNSCR requiring all states to criminalize
proliferation, enact strict export controls, and secure sensitive materials.

—Expand our efforts to keep Cold War weapons and other dangerous materials
(I),ut of the hands of terrorists—efforts such as those accomplished under Nunn-

ugar.
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—Close the loophole in the Nuclear Nonproliferation Treaty that allows states
such as Iran to produce nuclear material that can be used to build bombs under
the cover of civilian nuclear programs.

—Univeralize the IAEA Additional Protocol.

—Create a special committee on the TAEA Board of Governors to focus on safe-
guards and verification.

—And, finally, disallow countries under investigation for violating nuclear non-
proliferation treaties from serving on the IAEA Board of Governors.

As the President said at NDU, the nexus of terrorists and WMD is a new and
unique threat. It comes not with ships and fighters and tanks and divisions, but
clandestinely, in the dark of the night. But the consequences are devastating. No
President can afford to ignore such a threat. And President Bush will not ignore
it.

Expansion of Democracy in the Middle East

We believe that expanding democracy in the Middle East is critical to eradicating
international terrorism. But in many nations of the Middle East, democracy is at
best an unwelcome guest and at worst a total stranger. The United States continues
to increase its diplomatic and assistance activities in the Middle East to promote
democratic voices—focusing particularly on women—in the political process, support
increased accountability in government, assist local efforts to strengthen respect for
the rule of law, assist independent media, and invest in the next generation of lead-
ers.

As the President emphasized in his speech last November at the National Endow-
ment for Democracy (NED), reform in the Middle East is of vital importance to the
future of peace and stability in that region as well as to the national security of
the United States. As long as freedom and democracy do not flourish in the Middle
East, resentment and despair will continue to grow—and the region will serve as
an exporter of violence and terror to free nations. For the United States, promoting
democracy and freedom in the Middle East is a difficult, yet essential calling.

There are promising developments upon which to build. The government of Jor-
dan, for example, is committed to accelerating reform. Results include free and fair
elections, three women holding Cabinet Minister positions for the first time in Jor-
dan’s history, and major investments in education. Positive developments also can
be found in Morocco, which held parliamentary elections last year that were ac-
claimed as free, fair and transparent.

In April 2003, the Administration launched the Middle East Partnership Initia-
tive (MEPI), an intensive inter-agency effort to support political and education re-
form and economic development in the region. The President continues his commit-
ment by providing $150 million in fiscal year 2005 for these efforts.

To enhance this USG effort with a key NGO, the President has doubled the NED
budget to $80 million specifically to create a Greater Middle East Leadership and
Democracy Initiative. NED is a leader in efforts to strengthen democracy and toler-
ance around the world through its work with civil society. We want that work to
flourish.

As President Bush said in his November speech at NED: “The United States has
adopted a new policy, a forward strategy of freedom in the Middle East. This strat-
egy requires the same persistence and energy and idealism we have shown before.
And it will yield the same results. As in Europe, as in Asia, as in every region of
the world, the advance of freedom leads to peace.”

Public Diplomacy in the Middle East

And the advance of freedom is aided decisively by the words of freedom.

Democracy flourishes with freedom of information and exposure to diverse ideas.
The President’s fiscal year 2005 Budget promotes expansion of democracy in the
Middle East by providing public access to information through exchange programs
and the Middle East Television Network.

New public diplomacy efforts including the Partnerships for Learning (P4L) and
Youth Exchange and Study (YES) initiatives have been created to reach a younger
and more diverse audience through academic and professional exchange programs.
In fiscal year 2005, the P4L and the YES programs, funded at $61 million, will focus
more on youth of the Muslim world, specifically targeting non-traditional, non-elite,
often female and non-English speaking youth.

U.S. broadcasting initiatives in the Middle East encourage the development of a
free press in the American tradition and provide Middle Eastern viewers and lis-
teners access to a variety of ideas. The United States revamped its Arabic radio
broadcasts in 2002 with the introduction of Radio Sawa, which broadcasts to the re-
gion twenty-four hours a day. As a result, audience size for our Arabic broadcasting
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increased from under 2 percent in 2001 to over 30 percent in 2003. Based on this
successful model, the United States introduced Radio Farda to broadcast to Iran
around the clock. Building on this success, the fiscal year 2005 President’s Budget
Request provides over $70 million for Arabic and Persian radio and television broad-
casts to the Middle East. Last month, the United States launched the Middle East
Television Network, an Arabic language satellite network that will have the capa-
bility of reaching millions of viewers and will provide a means for Middle Easterners
to better understand democracy and free market policies, as well as the United
States and its people. This network kicked off on February 14 with nine hours per
day of broadcasting. Today, the broadcasting is 24/7. The network—Al-Hurra, or
“the Free One”—reaches 22 countries, including Iraq. President Bush has already
appeared on the network and I did an interview several weeks ago.

OUR NEW APPROACH TO GLOBAL PROSPERITY

President Bush’s approach to global economic growth emphasizes proven Amer-
ican values: governing justly, investing in people, and encouraging economic free-
dom. President Bush has pledged to increase economic engagement with and sup-
port for countries that commit to these goals through an ambitious trade agenda
and new approaches to development assistance focusing on country performance and
measurable results.

The Millennium Challenge Account (MCA)

In February of 2003, we sent the Congress a budget request for the MCA and leg-
islation to authorize the creation of the Millennium Challenge Corporation (MCC),
the agency designed to support innovative development strategies and to ensure ac-
countability for results.

The MCC will fund only proposals for grants that have clear, measurable objec-
tives, a sound financial plan and indicators for assessing progress.

The Congress appropriated $1 billion for MCA for fiscal year 2004. The fiscal year
2005 budget request of $2.5 billion makes a significant second year increase to the
MCA and paves the way to reaching the President’s commitment of $5 billion in fis-
cal year 2006.

Trade Promotion Authority (TPA)

President Bush recognizes that the fastest, surest way to move from poverty to
prosperity is through expanded and freer trade. America and the world benefit from
free trade. For this reason, one of his first actions upon taking office in 2001 was
to seek TPA, allowing him to negotiate market-opening agreements with other coun-
tries. The President aims to continue vigorously to pursue his free trade agenda in
order to lift developing countries out of poverty, while creating high-paying job op-
portunities for America’s workers, businesses, farmers and ranchers and benefiting
all Americans through lower prices and wider choices. As the President said in
April, 2001 at the Organization of American States: “Open trade fuels the engines
of economic growth that creates new jobs and new income. It applies the power of
markets to the needs of the poor. It spurs the process of economic and legal reform.
It helps dismantle protectionist bureaucracies that stifle incentive and invite corrup-
icion. And open trade reinforces the habits of liberty that sustain democracy over the
ong term.”

Since receiving TPA in 2002, the President has made good on his promise, com-
pleting free trade agreements with Chile and Singapore, which were quickly ap-
proved by Congress and went into effect on January 1. We have recently completed
negotiations with five Central American countries on the Central America Free
Trade Agreement (CAFTA) and our work to bring the Dominican Republic (DR) into
that agreement concluded successfully on March 14 with the signing of an FTA with
that country. Now, the DR can join CAFTA. In February, we announced the conclu-
sion of an agreement with Australia. More recently, negotiations have been com-
pleted with Morocco and an agreement announced, and negotiations are ongoing
with the Southern African Customs Union (SACU), Bahrain, and on the Free Trade
Agreement of the Americas (FTAA). We are concluding comprehensive agreements
that include market access for goods and services, strong intellectual property and
investment provisions, and include commitments for strong environmental and labor
protections by our partners. These arrangements benefit Americans and our trading
partners.

Building on this significant progress, the President intends to launch free trade
negotiations with Thailand, Panama, and the Andean countries of Colombia, Ecua-
dor, Bolivia and Peru. The President has also stated his vision for a Middle East
Free Trade Area by 2013, to ignite economic growth and expand opportunity in this
critical region. Finally, the President is committed to wrapping up successfully the
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World Trade Organization’s Doha agenda. The United States has taken the lead in
re-energizing these negotiations following the Cancun Ministerial.

CARING FOR THE WORLD’S MOST VULNERABLE PEOPLE

Emergency Plan for AIDS Relief

When President Bush took office in January 2001, the HIV/AIDS pandemic was
at an all time high, with the estimated number of adults and children living with
HIV/AIDS globally at 37 million, with 68 percent of those individuals living in sub-
Saharan Africa. From fiscal years 1993 to 2001 the total U.S. Government global
AIDS budget was about $1.9 billion. As part of the Emergency Plan for AIDS Relief,
the President proposed $2 billion in fiscal year 2004 as the first installment of a
five-year, $15 billion initiative, surpassing nine years of funding in a single year.
The President’s Emergency Plan for AIDS Relief represents the single largest inter-
national public health initiative ever attempted to defeat a disease. The President’s
Plan targets an unprecedented level of assistance to the 14 most afflicted countries
in Africa and the Caribbean to wage and win the war against HIV/AIDS. In addi-
tion, programs will continue in 75 other countries.

By 2008, we believe the President’s Plan will prevent seven million new infec-
tions, treat two million HIV-infected people, and care for 10 million HIV-infected in-
dividuals and those orphaned by AIDS in Botswana, Cote d’Ivoire, Ethiopia, Guy-
ana, Haiti, Kenya, Mozambique, Namibia, Nigeria, Rwanda, South Africa, Tanzania,
Uganda and Zambia.

Announced during President Bush’s State of the Union address on January 28,
2003, the Emergency Plan provides $15 billion over five years for those countries
hardest hit by the pandemic, including $1 billion for the Global Fund to Fight AIDS,
Tuberculosis and Malaria. The fiscal year 2005 Budget provides $2.8 billion from
State, USAID, and the Department of Health and Human Services (HHS) to combat
global AIDS, more than tripling funding for international HIV/AIDS since the Presi-
dent took office.

Over the past year, we have worked with the Congress to pass legislation laying
the groundwork for this effort and to appoint a senior official at the State Depart-
ment to coordinate all U.S. Government international HIV/AIDS activities. Ambas-
sador Randall Tobias has been confirmed by Congress and has now taken steps to
assure immediate relief to the selected countries.

Earlier this month, Ambassador Tobias, Secretary Thompson, USAID Adminis-
trator Andrew Natsios, and I rolled out the strategy for this plan and announced
the first dispensation of dollars—$350 million in contracts to some of the NGOs and
PVOs who will be carrying out the fight at the grass-roots level. It was a thrilling
moment, I can assure you.

As a crucial next step, the fiscal year 2005 Budget Request expands on the Emer-
gency Plan. By working together as a highly collaborative team, and placing pri-
mary ownership of these efforts in the hands of the countries that we are helping—
just as you will recall the Marshall Plan did so successfully in post-WWII Europe—
the Department of State, USAID and HHS can use significantly increased resources
quickly and effectively to achieve the President’s ambitious goals in the fight against
global AIDS.

Mr. Chairman, President Bush summed it up this way in April of last year,
“There are only two possible responses to suffering on this scale. We can turn our
eyes away in resignation and despair, or we can take decisive, historic action to turn
the tide against this disease and give the hope of life to millions who need our help
now. The United States of America chooses the path of action and the path of hope.”
These dollars put us squarely on that path.

Emergency Humanitarian Assistance—Helping Others in Need

The President’s Budget Request reflects a continued commitment to humanitarian
assistance. The request maintains U.S. leadership in providing food and non-food as-
sistance to refugees, internally displaced persons, and other vulnerable people in all
corners of the world. In addition, the budget reflects the findings of the Program
Assessment Rating Tool (PART) evaluations completed for the United Nations High
Commissioner for Refugees and for USAID’s Public Law 480 Title II international
food assistance, which confirmed a clear purpose for these programs.

In 2003, the Administration provided funding to several international and non-
governmental organizations to assist nearly 200,000 Angolan refugees and inter-
nally displaced persons return home after decades of civil war.

In an Ethiopia enveloped by drought, the Administration led international efforts
to prevent widespread famine among 13 million vulnerable people, providing over
one million metric tons of emergency food aid (valued at nearly half a billion dollars)
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to the World Food Program and NGOs, funding immunizations for weakened chil-
dren, and supplying emergency seeds to farmers.

In Sudan, the Administration worked with the United Nations and the Govern-
ment of Sudan so that vital assistance could be delivered to the Sudanese people.
This year the United States will provide about $210 million in vital assistance to
the people in the south, including approximately 125,000 metric tons (valued at
nearly $115 million) in food aid, as well as non-food assistance, such as sanitation
and water. We anticipate that a comprehensive peace agreement in Sudan will allow
us to expand significantly our development assistance to help the Sudanese people
in effecting a long-awaited recovery following decades of civil war. The fiscal year
2005 Budget includes $436 million in humanitarian and development, economic, and
security assistance funding, much of which will be contingent upon a peace settle-
ment between the government and the south.

The fiscal year 2005 Budget ensures that the Administration can continue to re-
spond quickly and appropriately to victims of conflict and natural disasters and to
help those in greatest need of food, shelter, health care and other essential assist-
ance, including those in areas starting to recover from conflict and war, such as Li-
beria. In particular, the budget requests funding for a flexible account to give the
President the ability to respond to unforeseen emergency needs, the Emergency
Fund for Complex Foreign Crises, funded at $100 million.

Now, Mr. Chairman, let me turn to the State Department operations portion of
the President’s Budget Request which, as you will recall, totals $8.4 billion.

KEEPING AMERICANS SAFE AT HOME AND ABROAD

The State Department has the responsibility to protect more than 60,000 U.S.
Government employees who work in embassies and consulates abroad. Since the
1998 bombings of two U.S. embassies in East Africa, the State Department has im-
proved physical security overseas; however, as many of you are well aware, many
posts are still not secure enough to withstand terrorist attacks and other dangers.
To correct this problem, in 1999, the State Department launched a security upgrade
and construction program to begin to address requirements in our more than 260
embassies and consulates.

Capital Security Cost Sharing Program

Working with the Congress, President Bush has accelerated the pace of improving
and building new secure facilities. Moreover, we have reorganized the Overseas
Buildings Office to manage the effort with speed, efficiency, and effectiveness. With-
in the budget, we are launching a plan to replace the remaining 150 embassies and
consulates that do not meet current security standards over the next 14 years, for
a total cost of $17.5 billion. To fund construction of these new embassy compounds,
we will begin the Capital Security Cost Sharing (CSCS) Program in fiscal year 2005.
We will implement this program in phases over the next five years.

Each agency with staff overseas will contribute annually towards construction of
the new facilities based on the number of positions and the type of space they oc-
cupy. We arrived at the cost shares in the fiscal year 2005 President’s Budget Re-
quest in consultations with each agency and the State Department’s Overseas Build-
ings Office.

CSCS is also a major component of the President’s Management Agenda Initiative
on Rightsizing. Along with securing facilities, we have focused on assuring that
overseas staffing is deployed where they are most needed to serve U.S. interests.
As agencies assess the real cost of maintaining staff overseas, they will adjust their
overseas staffing levels. In this way, new embassies will be built to suit appropriate
staffing levels. The program is already producing rightsizing results. Agencies are
taking steps to eliminate unfilled positions from their books to reduce any unneces-
sary CSCS charges, which in turn is leading to smaller embassy construction re-
quirements.

Border Security

Prior to September 11, 2001, the State Department’s consular officers focused pri-
marily on screening applicants based on whether they intended to work or reside
legally in the United States. In deciding who should receive a visa, consular officers
relied on State Department information systems as the primary basis for identifying
potential terrorists. The State Department gave overseas consular officers the dis-
cretion to determine the level of scrutiny that should be applied to visa applications
and encouraged the streamlining of procedures.

Today, Consular Affairs at the State Department, working with both Customs and
Border Protection and the Bureau of Citizenship and Immigration Services at the
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Department of Homeland Security, are cooperating to achieve our goals more effec-
tively by sharing information and integrating information systems.

The Department of State has invested substantial time, money, and effort in re-
vamping its visa and passport process as well as its provision of American Citizen
Services. The Department has more than doubled its database holdings on individ-
uals who should not be issued visas, increased training for all consular officers, es-
tablished special programs to vet applications more comprehensively, increased the
number of skilled, American staff working in consular sections overseas, and im-
proved data-sharing among agencies. The State Department, along with the Depart-
ment of Homeland Security, is currently developing biometrics, such as fingerprints,
digital photographs or iris scans, for both visas and passports in order to fulfill re-
quirements of the Patriot and Border Security Acts and the International Civil Avia-
tion Organization.

As a part of the State Department’s efforts to screen visa applicants more effec-
tively, and in particular to ensure that a suspected terrorist does not receive a visa
to enter the United States, we will be an active partner in the Terrorist Screening
Center (T'SC). The TSC, established in December 2003, will maintain a single, con-
solidated watchlist of terrorist suspects to be shared with Federal, state, local and
private entities in accordance with applicable law. The Department of State will also
participate in the Terrorist Threat Integration Center (TTIC), a joint-effort aimed
at reducing the potential of intelligence gaps domestically and abroad.

To achieve our goal of secure borders and open doors, in fiscal year 2005 the State
Department plans to expand the use of biometrics to improve security in the visa
and passport processes; more effectively fill gaps worldwide by hiring people with
specific skills including language expertise; improve and maintain all consular sys-
tems; and more broadly expand data sharing with all agencies with border control
or immigration related responsibilities. The budget in fiscal year 2005 includes $175
million for biometric projects including photographs and fingerprints to comply with
Border Security and Patriot Acts.

The Border Security program underwent a PART analysis in the development of
the fiscal year 2004 and fiscal year 2005 budgets and this budget request reflects
the results of those analyses. The Department is moving ahead on program manage-
ment improvements that clearly link to the Department of Homeland Security goals
related to visa policy.

The Critical Importance of Diplomatic Readiness

You will recall, Mr. Chairman, members of the subcommittee, that we created the
Diplomatic Readiness Initiative (DRI) in 2002 to address staffing and training gaps
that had become very adverse to the conduct of America’s diplomacy. The goal of
DRI was to hire 1,158 new foreign and civil service employees over a three-year pe-
riod. These new hires, the first over-attrition hires in years, would allow us to pro-
vide training opportunities for our people and greatly improve the Department’s
ability to respond to crises and emerging priorities overseas and at critical domestic
locations. To bring these new people on board—and to select the best men and
women possible—we significantly improved Department hiring processes, to include
recruiting personnel from more diverse experience and cultural backgrounds and
people who could fill critical skill gaps. In the process, we broke records in recruit-
ing and thus had the best and the brightest from which to select. The Department
of State will be reaping the benefits from this process for many years to come. We
also created new mandatory leadership and management training, enhanced public
diplomacy and consular training, and made significant increases in the amount of
language training available for new Foreign Service Officers. DRI hiring has sup-
ported the Department’s efforts in responding to crises since September 11th and
provided the additional resources necessary to staff overseas locations that truly
represent the front line in the war on terrorism.

Some of these positions, however, are being diverted to support new requirements
not envisioned by DRI, such as permanently staffing new embassies in Afghanistan,
Iraq, Sudan, and possibly in Tripoli. Because of this, the fiscal year 2005 Budget
Request provides additional resources to continue our DRI commitment.

DRI has allowed the Department to focus on recruiting, training and retaining a
high quality work force, sized to requirements that can respond more flexibly to the
dynamic and demanding world in which we live. We need to continue it.

USAID has begun a similar effort to address gaps in staffing in technical skills,
calling it the Development Readiness Initiative. USAID plans to hire approximately
40 Foreign Service Officers in fiscal year 2004 under this initiative. This Budget Re-
quest includes authority for USAID to hire up to 50 additional Foreign Service Offi-
cers in fiscal year 2005, in order to fill critical skill gaps identified through a com-
prehensive workforce analysis.
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Information Technology

Mr. Chairman, with your help and support, last year was a watershed year for
the Department of State in the field of Information Technology. Shortly after assum-
ing my position, I identified Information Technology as one of my highest priorities.
Our objective was faster, smarter, simpler, and more effective diplomacy at every
level. Three years later, we now have worldwide Internet access on desktops, as well
as classified communications at every appropriate post. This has changed the way
the State Department does business and could not have been accomplished without
your support and that of the other members of the subcommittee, as well as the
full Appropriations Committee. As we move forward with our efforts to replace our
decades old cable system with the SMART program, the Committee’s continued sup-
port of our IT modernization efforts will be as important as ever.

Soft Target Protection

Mr. Chairman, I also want to tell you that your subcommittee’s leadership in en-
suring the protection of so-called “overseas soft targets” including overseas Amer-
ican schools is greatly appreciated. The Department has established a three-phased,
multi-year program to provide physical security improvements to overseas schools
attended by the dependents of U.S. government employees and other U.S. citizens.
Our fiscal year 2005 request includes $27 million for this effort including $10 mil-
lion for the schools, $5 million to improve security at employee association facilities,
and $12 million for residential security upgrades. The protection of Americans living
and working overseas is our highest priority.

Peacekeeping Operations

We also appreciate the ongoing support from this Committee for our peacekeeping
budget. U.N. Peacekeeping Operations in troubled and fragile regions has been and
remains critical to ensuring that such places are given the stability and time they
need to work on long-term solutions to their underlying conflicts. UNAMSIL in Si-
erra Leone, and UNMISET in East Timor have been effective in helping the new
governments to establish themselves. We also supported peacekeeping missions in
Liberia and Ivory Coast to assist their fragile transitional governments to imple-
ment peace agreements in those war-torn states. Your support in meeting these im-
portant needs has been indispensable. We look forward to working with you on help-
ing us meet additional peacekeeping obligations as they emerge.

CONCLUSION AND QUESTIONS

Mr. Chairman, I have focussed your attention for long enough. There is more in
the President’s Budget Request for fiscal year 2005; but what I have outlined above
represents the top priorities for the State Department. I will be pleased to answer
any questions you have about these priorities or about any other portion of the
budget request in which you are interested. If I cannot answer the question myself,
I have a Department full of great people who can; and I will get you an answer for
the record.

Thank you.

Senator GREGG. Thank you, Mr. Secretary. We will try to be
helpful. There are so many issues that we would like to take up,
and I know each of us has a series of areas. Let me just do a couple
and then turn it over to Senator Hollings and Senator Byrd and
then we will go around again.

FAILURE OF CLINTON ADMINISTRATION WITH TERRORISM

The first one is, I think you ought to be given the opportunity
to respond to what Mr. Clarke said yesterday, although you were
in Madrid. This committee dealt a great deal with the prior admin-
istration on the way it ramped up for terrorism and therefore with
Mr. Clarke directly and indirectly, and we had some issues which
are fairly well documented, with the failure of the prior administra-
tion to really get its act together and get coordinated.

One of the big problems we had was the terrible stovepipe ap-
proach in the other administration. We tried to set up something
called the National Domestic Preparedness Office (NDPO), and we
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tried to set up a number of major initiatives, a Deputy Attorney
General to focus activity on terrorism, and quite honestly we ran
into a lot of resistance and most of it came out of Mr. Clarke’s
shop, because I think he had much more of a centralized rather
than cross-fertilization approach. So, I personally have reservations
about his own track record in this area, but his criticism is there
and he is a professional in this area.

However you came into the office of Secretary of State and he
has stated essentially that this administration did not put a high
priority on terrorism. It focused primarily on China and Russia and
the relationship on the Korean peninsula. Of course, the attack on
the American observer ship, was the first major foreign crisis of
this administration, and that terrorism was a backburner issue, to
paraphrase from his viewpoint, once this administration came into
office. I think you are probably the fairest broker around here, to
be very honest. I think the American public views you as a straight
shooter who has seen it all, both as, obviously, the Chairman of the
Joint Chiefs of Staff and as Secretary of State, and Chairman of
Joint Chiefs under both Republican and Democratic Presidents.

TERRORISM—HIGH PRIORITY

So I would be honest in your assessment as a fair broker as to
what level of interest you folks put into terrorism, what the pri-
ority was when you took office as Secretary of State, and do you
agree with Mr. Clarke’s characterizations?

Secretary POWELL. No, I do not. Terrorism was an important
issue for President Bush and for all of us coming in. We were not
unmindful of the fact that the Cole had just been attacked. We
were not unmindful of the fact that our Embassies had been blown
up, and terrorism was a danger. As I testified before the commis-
sion the other day, the very first briefing I received during my
transition period, some 4 days after President Bush announced me,
was from Mr. Clarke. The other colleagues that he had and that
were becoming my colleagues, and the outgoing administration
were involved in intelligence and terrorism. This is not the sign of
somebody who did not have an interest in terrorism. It was also
something the President made clear we had to be interested in.

But you cannot ignore when a China problem comes along or a
Russia problem. All of these are important issues, and terrorism
was an important issue.

I did not have adequate opportunity in my presentation the other
day to describe all of the things that the State Department was
doing in the name of the President throughout the spring and sum-
mer of 2001 to warn and alert American citizens around the world,
to warn and alert our Embassies, all the things that Mr. Rumsfeld
was doing to make sure that our military forces were secure, send-
ing fleets to sea, taking our ships and our other military forces out
of areas of vulnerability. The CIA was hard at work. We saw the
threat. We did not ignore the threat. We responded to the threat.

The suggestion, however, that there was one magic moment or
one magic bullet or one moment in time when you could connect
two dots and say, we know that these individuals are in our coun-
try and we know that they are planning to fly planes into the
World Trade Center is not right. We never connected the dots like



137

that, and I am not sure that except in hindsight could one have
seen that the dots might have been connected in that way. So I
think all of us were working hard.

The question about, you did not have enough meetings, I had all
kinds of meetings in the Department. But the whole thing did not
rest on all the principals getting together every day to talk to one
another or to stare at one another. You do that when something
is unfolding in a crisis atmosphere, as Mr. Clarke makes reference
to, just before the millennium Y2K period. That is different. That
is when you were in a real-time mode and you were expecting
something to happen over New Year’s Eve Y2K.

But I can tell you that the President was interested in this. He
gave instructions to the chiefs of mission. The President sends a
letter to every Ambassador who is taking over as a chief of mission,
and one of the elements in that letter was, you are responsible for
the security of your Embassy. I was charged by the President to
work with those Ambassadors.

We did not see, to the best of my knowledge and you have heard
from Mr. Tenet, and the FBI will be presenting before the commis-
sion next week, we did not see enough information to say that we
knew that there was a threat already inside the country, nor did
I see in my first several months until 9/11 came along, those first
7 months—the previous administration had 7, 8 years. But in our
first 7 months I never saw a case come together that was of suffi-
cient power of persuasion that you could say, we know enough
about al Qaeda and we know enough about the Taliban that we
could simply on our own, without getting Pakistan on our side, to
go and invade Afghanistan and look for Osama bin Laden. It would
not have been possible without the support and cooperation of the
countries in the region, Uzbekistan, Pakistan, and not just say
what we had to work out with the Russians and others in the re-
gion.

So I have thought about this. I have listened to the testimony.
Mr. Clarke says that he tried to get access to various people in the
administration. Dr. Rice has responded to this. She was available
to him. He worked directly for her. There has been a discussion of
memos sent, memos not sent, e-mails sent, e-mails not sent. I hope
all of this will be balanced by the commission as they complete
their work. I will wait for the commission’s final report as opposed
to daily comments that come from members of the commission in
the press.

UPDATE ON IRAQ AND AFGHANISTAN

Senator GREGG. Thank you for that evaluation. You mentioned
that you have been to Afghanistan and Iraq, and of course, that is
the future of how we fight terrorism. You said you wanted to give
us an update on what is going on there. Tell us what your thoughts
are.

Secretary POWELL. Yes, sir. Afghanistan, it has been 2 years
since I was there. I was there shortly after the Taliban was booted
out, when there was only one telephone available for the whole
government and money was being moved around by the half-ton in
order to pay for something. I went back this time and we have a
functioning government. We have a government that is slowly ex-
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tending its reach out to the provinces. It is still difficult but it is
slowly moving in that direction. We have a government that now
rests on a solid constitution, and we should be proud of our effort
in making that happen.

We have buildings going up all over. The Pakistanis were noting
to me that 95 percent of the capacity of their cement industry has
been reached because of construction that is taking place next door
in Afghanistan. They are very delighted with that, of course. We
have a road that has been rebuilt. We have restored hope to a peo-
ple, and we have got to stay the course. We have got to stay the
course with our NATO allies, who are now taking an active role
under the leadership of NATO for security in Kabul and for putting
it place more provincial reconstruction teams. I think it is up to 12
now.

So Afghanistan has shown a lot of progress over the last 2 years.
Even though there are problems that remain, we should not sell
ourselves short on what we have been able to accomplish. This is
a country that 3 years ago had every woman walking around cov-
ered, that had nothing but the most despotic regime imaginable on
the face of the Earth. That was the home office for al Qaeda and
the home office for international terrorism. Now it has a govern-
ment resting on a constitution, rights for the people, people are
registering to vote. If there are remaining al Qaeda elements in the
country or along the border with Pakistan, they are running and
hiding. The remnants of the Taliban are causing trouble but they
are also running and hiding.

We have gotten Pakistan to completely reverse its strategy from
being a supporter of the Taliban to being an enemy of the Taliban;
losing men in the fight along the border now to go after these rem-
nants. So we have got to stay the course, and because we have cre-
ated a better life for the Afghan people, we have got to finish the
job.

With respect to Iraq, Ambassador Bremer and I spent a long
time going over the progress that has been made. I see in the fu-
ture an interim government coming in place, a full constitution
being written. I see a new national assembly coming into being, a
new national government coming into being. I see the United Na-
tions getting involved. The major problem is security. Remnants of
the old regime, terrorists and criminals who are operating inside
of Iraq, and it is a problem for us, a serious problem. We have got
to get on top of it.

But we cannot say that just because we are having this security
problem that this therefore makes this a mission that should not
have been undertaken. It was the right mission to be undertaken.
We have freed 25 million people. We have given them the begin-
ning of a democratic system, and what we have to do now is not
shrink back from the fight that is ahead of us but to fight this
fight, fight it well with our friends and allies, and work with the
Iraqi people who by any poll that anyone has taken, wants us to
be involved. Wants us to leave, of course, but wants us to help
them get the kind of country and the kind of system we are talking
about, and then leave. And create a place, a country that we will
not be arguing about with respect to weapons of mass destruction,
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who will be living in peace with its neighbors. This is a sound ob-
jective for us to pursue and we should pursue it.

STATE BUDGET IN IRAQ

Senator GREGG. One more question and then I will turn to Sen-
ator Hollings. On that point, the Coalition Provisional Authority is
using approximately $1 billion this year, projected to basically try
to reconstruct Iraq. This gets handed off from the DOD to you on
July 1, as you mentioned. Yet as we look at the budget that was
sent up, there does not appear to be any funding to support the
State Department on this. The question is obvious.

Secretary POWELL. Yes, there is not a specific line item in 2005.
We believe that, and Ambassador Bremer and I had very candid
talks about this because, you are quite right, it becomes the re-
sponsibility of the State Department on the first of July. But right
now we believe that there will be sufficient funds available to the
Department on the first of July that will carry us through the end
of the year.

FUNDS FROM THE DEPARTMENT OF DEFENSE

Senator GREGG. Will they be coming from DOD?

Secretary POWELL. Yes, the funds that are available to the CPA
do not suddenly disappear on the first of July. A lot of the things
that are being done now for the CPA will continue be done for the
State Department. Just a brief example. The Program Management
Office that the Department of the Army runs now, that is getting
policy direction from the CPA as well as from the Department of
Defense, that the same Program Management Office will continue
to provide that contracting, administrative fund flow service, but
now it will be getting its policy direction and its supervision from
the chief of mission.

DEPARTMENT OF DEFENSE SHARING WITH STATE

Senator GREGG. Have you ever found the DOD to be very gen-
erous about sharing funds with the State Department?

Secretary POWELL. No, nor has the State Department been very
generous about sharing funds with DOD. But when both Depart-
ments know what they have to do and the President wants done,
I have found that both Departments over time will what the Presi-
dent wants. In this case, the funds that are going to be used are
funds that are for this purpose.

WHO PAYS THE COALITION PROVISIONAL AUTHORITY

Senator GREGG. Will the CPA employees become State employ-
ees? Will you be paying them directly or will their payment con-
tinue to flow through DOD?

Secretary POWELL. It will be a combination. Some of them are
State employees now working within the CPA, and of course, they
remain on my rolls when we change over to the chief of mission.
But a lot of people who are there we hope will continue to do their
work on non-reimbursable details from their Department. I am not
going to pay the Army Program Management Office.
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Senator GREGG. Can we get a projection as to how this is going
to be handled?

Secretary POWELL. Yes.

[The information follows:]

Secretary Powell asked me to respond to your question at his March 25, 2004,
hearing about how the State Department plans to fund personnel costs as oper-
ationf1 transition from the Coalition Provisional Authority (CPA) to U.S. Embassy
Baghdad.

We are currently working with our colleagues in the Department of Defense
(DOD), the CPA, and many other U.S. Government agencies to address this ques-
tion.

We plan to establish, by July 1, 2004, a U.S. Ambassador and U.S. Embassy staff
and U.S. Mission facilities that will house the USG agencies in Iraq serving under
Chief of Mission authority. The State Department has announced positions for 142
American employees. On average, the cost to establish a new State Department po-
sition overseas is about $350,000. Of course, in Iraq, a number of additional cost
factors are thrown into the mix that are not considered within this average.

We do not yet have refined cost estimates for how much the U.S. Mission will cost
the State Department in fiscal year 2004. Estimates of personnel costs must include
not only base salaries, but also certain additive costs for being posted in Iraq (e.g.,
allowances and differentials), locally engaged staff costs, travel, and rough order of
magnitude logistics/life support costs for the currently planned State Department
staffing. Estimates must also include certain staffing assumptions for provincial
teams.

However, as you are aware, the big ticket costs for our Iraq presence will be in-
curred to provide security, facilities, logistics/life support, and information tech-
nology/communications for the U.S. Mission complex. The cost of these requirements
in fiscal year 2004 will depend on the total size of the U.S. Mission, including USG
agencies other than State, and the support arrangements now being discussed with
CPA, DOD, and other agencies.

As of April 15, ten other agencies have requested a presence in Embassy Bagh-
dad, for a total of 254 American positions. In the long term, we estimate a total of
350-400 permanently assigned Americans from some 12-15 other agencies will
serve under the Chief of Mission in Iraq.

Together with other agencies, we continue to refine plans and budget estimates
for our operations in Baghdad after June 30. We should soon have more accurate
estimates to share with you.

Senator GREGG. Because it does seem to us that you are going
to end up getting the ball handed to you but it will not have any
air in it.

Secretary POWELL. We will have air in it, sir. I have Ambassador
Ricciardone, our Ambassador from Manila has been working this
for me. He stayed on in Baghdad after I left last week with retired
General Mick Kicklighter, representing Secretary Rumsfeld, so that
we can have a smooth baton pass.

TRANSFER

Senator GREGG. Maybe your staff could brief our staff on how the
baton pass is coming along.

Secretary POWELL. Yes, it is coming along.

Senator GREGG. Senator Hollings.

ARMED SERVICES WILL NOT GIVE MONEY

Senator HOLLINGS. The Armed Services Committee has already
provided in law that DOD shall not pay you. Did you know that?

Secretary POWELL. They shall not

Senator HOLLINGS. The Armed Services authorization bill, the
defense authorization bill, there is a proviso in there that they
shall not pay you.
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Secretary POWELL. Shall not pay me?

Senator HOLLINGS. Any money into the cost sharing program.

Secretary POWELL. Cost sharing. I thought we were still on Iraq.

Senator HOLLINGS. That is what I am talking about too. So you
better get it straightened out. I think we are getting a policy where
all departments are going to take care of cost sharing and I am
worried about State Department ending up holding the bag for all
of these departments. Even though the President, the White House
has set out that policy and it is understood, we are signing legisla-
tion into law that says, none of these monies can be used for cost
sharing.

Secretary POWELL. But I do not think that relates directly to
Iraq. That relates to our worldwide effort to get cost sharing in our
facilities.

Senator HOLLINGS. That is right.

Secretary POWELL. We will push back on that provision of law,
and maybe some people who are not willing to participate in cost
sharing will not find that we provide facilities for them.

CLARKE AND STATE CONNECTION

Senator HOLLINGS. I think you are the gentleman to push back
on it. Now I was not even going to get into Clarke, but how many
times did he meet with you? Was he in your loop at the Depart-
ment of State?

Secretary POwWELL. I saw Mr. Clarke at various meetings that
were held, interagency fora, whenever the subject of terrorism was
being discussed or counterterrorism, and we were in the White
House meetings and Mr. Clarke was there. I know Mr. Clarke very
well. I have known him for many years. The day he briefed me he
came over to the Department on the 20th of December with his col-
leagues at my invitation.

CLARKE LACKING

Senator HOLLINGS. And he did brief you on counterterrorism. Did
you find him wanting in his task as a terrorism czar as they call
him?

Secretary POWELL. Wanting in his task?

Senator HOLLINGS. Yes.

Secretary POWELL. He knew the subject well. He had been work-
ing on the subject for many years. He was engaged in it and he
was pushing it. But I have no reason to believe that he was not
able to press his case to his immediate supervisors in the White
House.

Senator HOLLINGS. But you could not know.

Secretary POWELL. I cannot tell you what he did day to day in
the White House.

Senator HOLLINGS. You cannot tell me what went on with him
and Condoleezza Rice and the National Security—you are over at
the Department of State.

Secretary POWELL. Yes.
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SECRETARY WITNESS CLARKE

Senator HOLLINGS. I love the effort here, because you do have
the credibility. I agree with the distinguished chairman that you
have got credibility with us all. It is nice to try to superimpose your
understanding and everything else about this situation with the
Clarke matter, but in truth you are not a witness about all of that,
are you?

Secretary POWELL. I am a witness to the extent that I partici-
pated in discussions on terrorism and counterterrorism matters,
and my Department and people working for me participated in this
on a very, very regular basis, and interacted on a regular basis
with Mr. Clarke. It is not just principals meetings that were being
held, but counterterrorism security group meetings were held on a
regular basis. My intelligence officials, I have my own intelligence
bureau, I have my own counterterrorism coordinator in the Depart-
ment, and they all worked on a regular basis with Mr. Clarke and
with the CIA and with the FBI. That is why whenever the threat
level was modified, it went up or went down, it was a matter of
immediate interest to us. We put out warnings and advisories. We
sometimes told Embassies to close down for a couple days. We re-
sponded on a constant, continuous basis to the threat information
that we had.

Senator HOLLINGS. I am totally familiar with your intelligence
operation because some people have questioned it. But I inves-
tigated it in 1954 when it was run by Scott MacLeod and Park
Armstrong. They were the individuals in the Department of State.

Be that as it may, I want to commend you—we were together
Friday night in Islamabad and you really did the country credit in
your little presentation at that dinner. We were very proud of you,
and later on on CNN going into it that night.

Secretary POWELL. Thank you, Senator.

Senator HOLLINGS. With relation, and that is why I am asking
on Afghanistan. You take Iraq and you take Afghanistan, Afghani-
stan has got 4 million more people than Iraq. And different than
Iraq, we have got the people with us. They are solid with us in Af-
ghanistan. You got the Taliban there, but the people are with us.
We have got a history of having helped defeat the Soviets and so
they are glad to have us. Specifically when they tell us about weap-
ons and cache of weapons and any kind of munitions and every-
thing else, we go there and find it. In Iraq, we have got 11,000
leads and come up dry on 11,000 leads with nothing.

MONEY TO AFGHANISTAN

We have got NATO there in Afghanistan and we do not have
NATO or really an alliance in Iraq. I cannot, for the life of me
watching and listening and working with both of them, here we
have got over $100 billion, they say $125 billion on Iraq. I know
they requested only $1.2 billion for Afghanistan and we got it up
to $2 billion. And that was the big meeting that we had with your
folks, with the Ambassador and all of his folks, even with Karzai
and everyone else. They just needed more help. The opportunities
were galore. The AID fellow was slipping me one card with $600
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million and all. It just seemed to me that we were not following
through.

Specifically, I want you to comment on it and see if you cannot
help it. Let us get right to helicopters. And I will name the gen-
tleman, General Stone. General Stone, he came on board last June
and they had no attack operations whatsoever. It took him until
about September and October to train them, and the first one they
pulled off was in the end of November, December. Now as you and
I both know, they are doing darn good up there on the border. They
are putting their lives on the line and everything else like that.

We were told with respect to helicopters they had yet to arrive.
He says, you know my word is my success out here. If I cannot give
my word and follow through with it, he says, I am nothing. I told
him back in September, and in fact the contractor has already been
manufacturing the helicopters and everything else of that kind, but
the State Department has not authorized the Defense Department
or the Defense Department—I never could get it exactly straight,
but there is some snarl in the bureaucracy. When you and I were
there they did not have any, and the next say, on Saturday they
brought over a couple of them from Nepal so they could make some
raids.

So here, 2% years later we have yet to equip them with night
goggles. They said they were on the way. But I am 2% years be-
hind looking for Osama and I am finally getting some operations,
and I still do not have the helicopters, and you can help us there.

And as you indicate with that election coming off, we ought to
be putting way more in the National Endowment for Democracy.
We got it up to $30 billion and then we added another $60 billion
and everything else, but relatively nothing in Afghanistan.

I learned with the foreign minister in Tunis, because we took
that in World War II, and I was amazed coming out of Morocco
where they had 65 percent illiteracy, they had 65 percent literacy
in Tunis, 80 percent homeownership and everything else of that
kind. The foreign minister said, the secret, Senator, is let the
women vote. In Muslim countries, you let the women vote, they
want good schools, they want good homes. Karzai is doing just as
you have attested, getting the women to participate in that Sep-
tember election. But he does not have the money to follow through
and everything else of that kind.

We are pennypinching. We are just throwing, like you say, the
largest State Department facility in history, almost $900 billion to
go into Baghdad where the jury is out. I am not as sanguine as you
are. I am worried about it.

PUTTING MORE AID IN AFGHANISTAN

But we know, and you and I both agree on Afghanistan, but let
us put the money to it. Karzai needs about $5 billion to really fol-
low through. General Jones, as you know, the commander of NATO
says, one, two, three, he will have three areas secured by Sep-
tember and the fourth area where the Taliban is, there are about
1,300 there and he can get rid of those by the end of the year. So
we are on course. I am very hopeful about Afghanistan. Like I saw,
the jury is out on the other. That is one of the main things. I have
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got two or three other questions, but if you would like to com-
ment——

Secretary POWELL. Let me just touch on a few, if I may, Senator.
With respect to Pakistan, we are working the helicopter issue.
They need more helicopter capacity in that part of the tribal areas.
On night vision goggles, when we were there last week they had
not—

Senator HOLLINGS. They had not arrived.

Secretary POWELL. They had not signed the letter of agreement
(LOA). They are working on it.

Senator HOLLINGS. Whatever the snarl is, good God, you and I
are trying to get Osama for 2%2 years and we just had not signed
the papers to get

Secretary POWELL. No, they had not signed the LOA.

Senator HOLLINGS. They had not signed or whatever it is.

Secretary POWELL. It is being worked now.

One other indicator of how things are going in Afghanistan, and
we should not dismiss the fact that this is an example of what we
can do if we stick with it, and it is an example that might apply
to Iraq, 3 million refugees have come home from the largest refugee
population in the world. Three million people who are being accom-
modated, slowly but surely, but they will be accommodated.

With respect to NATO in Afghanistan, I think ultimately there
will be a NATO role in Iraq as well as an alliance. But most of the
nations of NATO are already involved in Iraq as part of our coali-
tion efforts. We should not dismiss that. So they have expressed
their support for what we are trying to do.

There is a difference in the funding that has been made available
to Afghanistan and the funding that is made available to Iraq, but
I think we have determined that our needs in Iraq are far greater
than the needs in Afghanistan, even if we had double or triple the
amount available.

AFGHANISTAN OVER IRAQ

Senator HOLLINGS. The opportunity is greater in Afghanistan.
The needs are greater in Iraq. You and I agree. But let us take the
opportunity that is there where you put just—the President has
asked for $1.2 billion, for God’s sake, and hundreds of millions over
there for the needs in Iraq. But here are the opportunities. You
could take $20 million and put in what we call a VOIP, a voice over
Internet provider, and we could get the Internet going and commu-
nications going and we could have that by the end of the year if
you got a good contractor in there, and then we would have com-
munications in a friendly country where they like us, they support
us, they support NATO and everything else, and they are working
with us to try to get rid of the Taliban. That is an opportunity.

Secretary POWELL. The only other thing I would mention is, as
you know, we have asked for doubling of the NED funds this year.

Senator HOLLINGS. In Iraq.

Secretary POWELL. No, overall. The overall account, we have
asked for a doubling of the National Endowment for Democracy

(NED).
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And I congratulate the Tunisians for what they have done with
respect to literacy. That is what we would like to see in all these
other places as well.

Senator HOLLINGS. Let me yield.

Senator GREGG. Senator Byrd.

Senator BYRD. Thank you, Mr. Chairman.

Mr. Secretary, I am an ex-officio member of this committee. 1
take this opportunity to thank the chairman and the ranking mem-
ber of this subcommittee. They are very learned and experienced,
dedicated members of the Appropriations Committee. I also want
to thank you for your long service to your country. I have observed
your service from my vantage point of several positions going back
over a number of years, and I share the encomiums that have been
expressed already by the chairman and the ranking member.

There has been some discussion here about foreign aid and the
Pentagon. Press reports indicate that the Pentagon will continue to
handle foreign aid in Iraq even after a new U.S. Embassy is estab-
lished on July 1, 2004. I never understood why the CPA should be
under the control of the Defense Department in the first place.
DOD is responsible for fighting wars and protecting national secu-
rity. Getting the Pentagon into the foreign aid business is a mis-
take, and I have been fighting that, and I have been fairly effective
as the ranking member and as the chairman from time to time of
the Appropriations Committee of the Senate, but not in the case of
Iraq. I have been opposed to shifting monies over to the Defense
Department, money for foreign aid. It distracts the Department
from its core mission. I am talking about the Defense Department
now.

Moreover, in every major postwar situation during the last 50
years, the State Department and USAID have been in charge of re-
construction efforts. Even in the case of Vietnam where the war
was still being fought, the State Department and USAID were pri-
marily in charge of economic and development assistance efforts.
After June 30, the case for the State Department to manage the
aid will be even more compelling. There will be an Iraqi govern-
ment, there will be a U.S. mission in Iraq. I cannot understand
why the Defense Department will still be in the business of man-
aging foreign aid.

WHY DOES THE DEPARTMENT OF DEFENSE FUND THE COALITION
PROVISIONAL AUTHORITY

You are a former chairman of the Joint Chiefs of Staff. Should
we not be getting the Defense Department out of the foreign aid
business and letting the State Department do the job that it is sup-
posed to do?

Secretary POWELL. Mr. Chairman, a couple of observations. The
Defense Department is superb at fighting wars, but they also have
a record of dealing with the situation that one finds in a country
in the immediate aftermath of a conflict. We all can remember very
well General MacArthur in Japan after World War II and military
officers in Germany after World War II until such time as we were
able to transition over to other agencies of government.

In the case of Iraq, it was logical and made sense that the De-
fense Department should be prepared for the immediate aftermath
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of the war and to be responsible for the country as it is being sta-
bilized and as the reconstruction effort got underway. But it was
always anticipated that once a point had been reached when we
are ready to return sovereignty and we were ready to continue with
the reconstruction effort, it would all transfer over to the chief of
misiion, the Ambassador and the State Department. That is on
track.

Even so, during this period where Defense has had the direct re-
sponsibility for CPA, USAID has been intimately involved. We have
a very large USAID mission there, contracting for and undertaking
reconstruction efforts. In fact they have been the bulk of the recon-
struction efforts.

On the first of July when this transfers over, if we are able to
keep that schedule, and I hope and think we will be able to keep
that schedule, everything comes under the chief of mission. So you
might still, after that point, have an Army Program Management
Office for the simple reason that the State Department is not
equipped to program manage the sums of money that are going to
be available from the supplemental. So I want that Army Program
Management Office to contribute to provide contracting support, all
the other things required to handle that sum of money.

What will change is that they will get all policy direction and all
instructions will come from the chief of mission, the Ambassador,
who will work for me in the name of the President. He ultimately
works for the President.

When I talk to Secretary Rumsfeld and Mr. Bremer about this,
they all understand this. As I said to Secretary Rumsfeld in a con-
versation we had last week to make sure there is no confusion,
there is not any confusion between us, on first of July, anybody
who is doing things that belong to the Pentagon now becomes a
supporting organization to the chief of mission and to the State De-
partment. There are some things that they do very, very well and
it would be not wise of the State Department to say, we do not
want you to do this anymore because you belong to the Pentagon.
We want you to continue to do it, but you will be doing it under
the authority of the chief of mission, and when you need policy
guidance as to whether a dollar should go here or go there, or
whether this project is approved or that project is approved, that
decision will come from the chief of mission reporting to the State
Department. And the State Department back in Washington will,
of course, discuss this on an interagency basis with all relevant
agencies in the Government and we will get our overall direction
from the President.

Senator BYRD. Here, Mr. Secretary, in my hands I hold two dif-
ferent declassified versions of the national intelligence estimate on
Iraq. Now I read from a version that was released in July 2003
after the war. This passage is part of the dissenting view of the
State Department’s Bureau of Intelligence and Research. Here is
what it says.

“The Assistant Secretary of State for Intelligence and Research believes that Sad-
dam continues to want nuclear weapons and that available evidence indicates that
Baghdad is pursuing at least a limited effort to maintain and acquire nuclear weap-
ons related capability. The activities we have detected do not, however, add up to

a compelling case that Iraq is currently pursuing what INR would consider to be
an integrated and comprehensive approach to acquire nuclear weapons. Iraq may



147

be doing so, but INR considers the available evidence inadequate to support such
a judgment.

“Lacking persuasive evidence that Baghdad has launched a coherent effort to re-
constitute its nuclear weapons program, INR is unwilling to speculate that such an
effort began soon after the departure of U.N. inspectors or to project a timeline for
the completion of activities it does not now see happening. As a result, INR is un-
able to predict when Iraq could acquire a nuclear device or weapon.”

Secretary POWELL. Sir, what was the date you said that was,
July?

Senator BYRD. This is the declassified version of the national in-
telligence estimate on Iraq. This version was released in July 2003
after the war. It is the declassified version.

Also, here is the declassified version of the national intelligence
estimate on Iraq that was released in October 2002. That was
when the Senate of the United States did the most shameful thing
that it has done. It washed its hands of its responsibility to declare
war, and it shifted that constitutional power to the President of the
United States, to one man, to declare war, to decide when to de-
clare war, and how and when to use the military.

This is the declassified version of the national intelligence esti-
mate on Iraq that was released in October 2002. That was when
our Senators were misled into casting a vote to declare war, to shift
that power to one man to declare war. This version was released
in October 2002, before the war.

I looked through every page of this version, and the State De-
partment’s dissenting views from which I just read have been omit-
ted from this version. In other words, the intelligence views that
did not agree, the intelligence views from your Department, Mr.
Secretary, that did not agree with the White House’s political agen-
da were cut out in the version released before the war. They were
cut out.

Let me read just one sentence in the State Department’s alter-
native views of Iraq’s nuclear weapons. One sentence. “The activi-
ties we have detected do not, however, add up to a compelling case
that Iraq is currently pursuing what INR would consider to be an
integrated and comprehensive approach to acquire nuclear weap-
ons.” That language was left out at the time when it should have
been left in for the American people and all to see.

I know that you have confidence in the Department’s intelligence
bureau. You just stated it today. You just made reference to the in-
telligence bureau. You expressed confidence in your own intel-
ligence bureau. And I have confidence in it. Yet, it was left out of
this document about Iraq’s weapons of mass destruction program.

So can you explain why the State Department’s views were not
included in this document right here, that were so important to the
President’s case to go to war in Iraq? Did it concern you that the
State Department’s views were left out in the document that was
released publicly before the war?

Secretary POWELL. Senator, I do not have the benefit of having
read or studied those two documents recently. Are you saying these
are declassified versions of the same document separated in time?

Senator BYRD. Yes.

Secretary POWELL. I would have to read what the overall NIE
said. I know that the presentation I made on the fifth of February
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tried to carefully balance and put forward to the international com-
munity what we believed about at the time.

Senator BYRD. There it is.

Secretary POWELL. I cannot respond to this, Senator, because I
am not the author of either document, and I do not have an oppor-
tunity to read what the basic document says, not just the footnote.
The fact is that, as the INR footnote says and I am sure the basic
document says, there was never any doubt that he wanted to have
nuclear weapons. As I testified before the world on the fifth of Feb-
ruary, he was keeping in place the knowledge infrastructure, he
was keeping in place the capacity to have such weapons, or plans
to have such weapons, and that there was some indication that he
was undertaking procurement activities. There was a difference of
opinion with respect to some of the procurement activities con-
cerning centrifuges, and I made that point when I made my presen-
tation.

So I think it was clear this is something he wanted to have, but
there were legitimate differences of opinion as to how far he was
on the road to having such a capability. One thing that I have
never doubted is that if he had been released from the pressure of
the international community or if he had been released from the
sanctions policy that was in effect, all of which he was trying to
do, there is no doubt in my mind that he would have gotten right
back on track with the intellectual infrastructure and with the
money available to him and with the plans that he had.

Senator GREGG. Senator, if you have completed that line of ques-
tions, could we go on and get to other Senators and then come back
for another round?

Senator BYRD. I had not completed it. I will try to be brief.

Based on the declassified national intelligence estimate, the
State Department’s assessments on Iraq appear to be more accu-
rate than the assessments of other agencies. But these conclusions
regarding Iraq’s nuclear weapons program were all but ignored by
senior administration officials. Vice President Cheney said virtually
the opposite on national television when he stated, “we know [Sad-
dam Hussein] has been absolutely devoted to trying to acquire nu-
clear weapons and we believe he has in fact reconstituted nuclear
weapons.” Mr. Secretary, the world heard from the National Secu-
rity Advisor who warned of nuclear weapons and mushroom clouds.
These statements were absolute and unequivocal, but there is no
mention whatsoever that the nuclear issue was hotly debated with-
in the intelligence community. There is no mention of the questions
raised by the State Department’s intelligence service. Those con-
cerns did not match the administration’s case for war, so those con-
cerns were brushed aside, brushed over, and brushed away.

In your view, Mr. Secretary, why were the State Department’s
conclusions, which ended up being the most accurate of all, ignored
by other senior officials in the administration, especially the Vice
President?

Secretary POWELL. Sir, I cannot track each statement. All I can
say is that the position put forward by me and with Mr. Tenet be-
hind me, having approved every word of my presentation of the
fifth of December, reflected the best judgment of the intelligence
community. Now where there are differences of opinion and nu-
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ance, you have to make a judgment as to what the preponderance
of evidence supports, and Mr. Tenet is the one who makes that
judgment. I think he put a balanced judgment into the overall NIE
that was available to the Congress, that was available to me as I
prepared my presentation and which reflected the best judgment of
the community when I made my presentation. And I had qualifiers
in my presentation to suggest that there were differences of opin-
ion.

Senator BYRD. I thank you, Mr. Secretary, and I thank you, Mr.
Chairman.

Senator GREGG. It is the tradition of this subcommittee at least
to recognize the chairman of the full committee whenever he ar-
rives.

Senator Stevens.

Senator STEVENS. I would take just a few minutes, if I may.
There are five hearings this morning. I have tried to visit each one
of them, Mr. Chairman.

Mr. Secretary, my first report to you is that my Flat Stanley got
home all right.

Secretary POWELL. I am pleased to hear that.

Senator STEVENS. We met the Secretary in Jordan and he was
kind enough to——

Secretary POWELL. We are still looking for the digital pictures so
we can put it up in the State Department.

Senator STEVENS. I have got one. I hope you know what a Flat
Stanley is. If you do not have a grandchild

Secretary POWELL. You do not know what a Flat Stanley is?

FUNDING FOR THE COALITION PROVISIONAL AUTHORITY POST-JULY

Senator STEVENS. Mr. Secretary, first, I come primarily because
I am worried about the funding for the CPA in the transition after
July 1. I do hope that we can get your guidance on what will take
place there. As I understand it, it is fairly certain that the current
funding of CPA will run out, and I do not know whether we are
going to get to the 2005 bill in time to start October 1. There may
be a gap there. Are you prepared to deal with that?

Secretary POWELL. We believe and we are still grinding down on
this, Senator, in conversations with Ambassador Bremer and Sec-
retary Rumsfeld and our two staffs working with each other, we
will not walk in on the first of July and find no money there. There
will be sufficient funds that should be able to carry the new oper-
ations under the chief of mission through certainly the end of the
year and the end of 2005. But we really need to drill down on those
numbers to make sure we have got it right.

Senator STEVENS. I hope we can visit later on in the year here
about that funding, because very clearly

S};acretary PoweLL. We have got to make sure we have got it
right.

Senator STEVENS. Senator Hollings and I have met with mem-
bers of the provisional council that did urge that we go forward and
did urge that they want that authority at the end of June, so I
think we ought to be sure that the funding is there until we do get
the 2005 bill approved.
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Having said that, I know of no one I admire more than the two
gentlemen on my right here, Senator Byrd and Senator Hollings.
We disagr